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FOREWORD 


This book, which is based on a series of lectures given at the London 
School of Economics annually since 1931, aims at providing a course 
of pure mathematics developed in the directions most useful to 
students of economics. At each stage the mathematical methods 
described are used in the elucidation of problems of economic theory. 
Illustrative examples are added to ah chapters and it is hoped that the 
reader, in solving them, will become famihar with the mathematical 
tools and with their apphcations to concrete economic problems. 
The method of treatment rules out any attempt at a systematic 
development of mathematical economic theory but the essentials of 
such a theory are to be found either in the text or in the examples. 

I hope that the book will be useful to readers of different types. 
The earlier chapters are intended primarily for the student with no 
mathematical equipment other than that obtained, possibly many 
years ago, from a matriculation course. Such a student may need to 
accustom himself to the application of the elementary methods 
before proceeding to the more powerful processes described in the 
later chapters. The more advanced reader may use the early 
sections for purposes of revision and pass on quickly td rae later 
work. The experienced mathematical economist may find the book 
as a whole of service for reference and discover new points in some 
of the chapters. 

I have received helpful advice and criticism from many mathe- 
maticians and economists. I am particularly indebted to Professor 
A. L. Bowley and to Dr. J. Marschak and the book includes numerous 
modifications made as a result of their suggestions on reading the 
original manuscript. I am also indebted to Mr. G. J. i^ash who has 
read the proofs and has detected a number of slips in my construction 
of the examples. 

R. G. D. ALLEF. 

The London School or Economics 
October, 1937 
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A SHORT BIBLIOGRAPHY 


It is essential to keep in mind, at all times, what mathematical analysis 
is about and the way in w^hich it has developed over the centuries. Not 
only beginners, but also accomplished mathematicians, can profit by 
reading such short introductions as 

Whitehead : An Introduction to Mathematics (Home University 
Library, 1911). 

Brodetsky : The Meaning of Mathematics (Benn’s Sixpenny Library, 
1929). 

Rice : The Nature of Mathematics (An Outhne of Modern Know- 
ledge, 1931) ; 

and longer accounts such as 

Dantzig : Number (1930). 

Forsyth : Mathematics in Life and Thought (1929). 

Hogben : Mathematics for the Million (1936). 

The history of mathematics has been the subject of many books ; 
good short treatments are 

Rouse Ball : A Short Account of the History of Mathematics (6th Ed. 
1915). 

Sullivan : The History of Mathematics in Europe (1925). 

The reader wishing to revise his knowledge of “ matriculation ” algebra 
and geometry and to obtain a practical introduction to the calculus 
can consult 

Durell : Elementary Geometry (1919). 

Burell, Palmer and Wright : Elementary Algebra (1925) (including 
an introduction to the calculus). 

Thompson: Calculus made Ecisy 1919). 

Irving Fisher : A Brief Introduction to the Infinitesimal Calculus 
(3rd Ed., 1909). 

General text-books on mathematical analysis vary a good deal in their 
scope and in their treatment. The following selection includes works 
ranging from the elementary to the advanced in content and from the 
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practical to the rigidly theoretical in method. They are to be regarded 
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de la Vallee Ponssin : Cours d' Analyse Infinitisimale (5thEd.), VoL 
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Courant : Differential and Integral Calculus (Enghsh Ed.), Vol. I 
(1934), Vol. II (1936). 
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THE' USE OF GREEK LETTERS IN MATHEMATICAL 

ANALYSIS 


The English alphabet provides insufficient material for the notation of 
mathematical analysis and greater range and flexibility are acquired by 
using letters from the Greek alphabet. There are np fixed rules governing 
the mathematical use of Greek letters but the following table indicates a 
practice which is fairly general. It should be noticed that the English 
letters given are those which correspond to the Greek letters in mathe- 
matical, not literal, usage. 


Greek 

Englis' 

a 

alpha 

a 


beta 

b 

y 

gamma 

c 

K 

kappa 

h 

A 

lambda 

1 


mu 

m 

V 

nu 

n 


xi 


V 

eta 

y 

c 

zeta 

• z 

7T 

pi 

P 

P 

rho 

r 

a 

sigma 

s 

T 

tau 

t 


phi 

f 


cap. phi 

F 

4> 

psi 

9 

w 

cap. psi 

G 

8 

delta 

d 

A 

cap. delta 

D 

S 

cap. sigma 

8 

e 

epsilon 


e 

theta 



General usage 


constants 


constants, parameters 


variables 


[special constants or variables (e.g. rr 
I as the constant ratio of the circum- 
j ference to the diameter of a circle and 
j^p as a rate of interest) 

functional operators 


J operators indicating increments 
[variables 
summation sign 
a small positive constant 
a positive fraction 


in 


In trigonometry, a, y can denote constant angles and $, ^ variable 

angles. 


CHAPTER I 


NUMBERS AND VARIABLES 

U Introduction. 

It is conventional to divide mathematics into two separate studies, 
geometry and analysis. In geometry, the study of space and of 
spatial relationships, we investigate the nature and properties of 
curves, surfaces and other configurations of points in space. Mathe- 
matical analysis, including arithmetic and algebra, deals with 
numbers, the relationships between numbers and the operations 
performed on these relationships. The distinction between the two 
studies lies in the difference between the basic '‘raw materials’’, 
the spatial points of geometry and the numbers of analysis. 

As the mathematical technique is developed, however, we find 
that the distinction between geometry and analysis becomes less 
clear and less relevant. The intended applications remain very 
different but the methods are seen to be abstract and essentially 
similar in nature. Mathematics involves the definition of symbols 
of various kinds and describes the operations to be performed, in 
definite and consistent ways, upon the symbols. The distinction 
between geometrical and analytical symbolism is more or less arbi- 
trary. Further, we shall see that it is a simple matter to devise a 
method of connecting points of space and numbers, geometry and 
analysis. That such a connection is possible is seen by the use of 
graphical methods in algebra and by the fact that elementary 
trigonometry is an application of algebraic methods to a study of 
spatial configurations. 

The mathematical technique is abstract and must be developed 
apart from its applications. It is also essentially logical in character. 
Elementary geometry, for example, is largely an exercise in formal 
logic, the deduction of the consequences of consistently framed 
assumptions. The development of mathematical methods, however, 

A . M.A. 
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soon necessitates the introduction of a concept foreign to formal 
logic, the concept of infinity the infinitely large and the in- 
dejEinitely continuous. It can be said, spealdng broadly, that the 
methods of mathematics form a branch of formal logic extended in 
a particular direction to include the infinite as well as the finite. 
The only requirements of mathematics, additional to those of logical 
reasoning, are connected with the introduction of the infinite. 

The popular belief that logical and mathematical methods are in 
conflict has, therefore, no foundation. Mathematics, as a symbolised 
and extended form of logic, can only be regarded as an alternative 
to logic in a special sense. Some problems are adequately treated 
by relatively simple logical reasoning and the introduction of 
mathematical symbolism is then only destructive of clarity. But 
formal logic, with its limited range, is clearly insufficient for the 
elucidation of a vast number of problems and this provides the case 
for the development and application of mathematics. 

Though an abstract development, mathematics is not just a 
fascinating game of chess played in ^i-dimensiona! space with pieces 
of fantastic design and according to rules laid down in an arbitrary 
way. The methods of mathematics are designed primarily for actual 
or prospective application in the field of science, in the interpretation 
of phenomena as observed, abstracted and classified. The nature 
of the application must not, however, be exaggerated. The patterns 
of scientific phenomena, the laws obeyed and the uniformities dis- 
played, are not provided by mathematics. They are assumed into 
the system and mathematics can only express and interpret them, 
help us to deduce their consequences, or to forecast what will happen 
if they hold, and teU us where to look for verification or contradiction 
of our hypotheses. 

The methods of mathematics apply as soon as spatial or numerical 
attributes are associated with our phenomena, as soon as objects 
can be located by points in space and events described by properties 
capable of indication or measurement by numbers. The main object 
of the foUowmg development is the description of certain mathe- 
matical methods. At most points, however, the nature and field of 
application of the various methods will be noticed and discussed, 
the applicability of mathematical methods in economic theory 
receiving special consideration. 
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In concluding these introductory remarks, we can note that the 
fundamental bases of the mathematical technique have received 
much attention in recent years. It is indeed a fascinating set of 
questions that are posed in what can be described, for want of a 
better phrase, as mathematical philosophy. The nature of some of 
these questions can be observed at various stages in the following 
treatment, but the temptation to pursue them must be resisted. The 
further we probe into the fundamentals of mathematics, the more 
shaky does the whole famihar structure appear. This need not 
worry us unduly ; the crazy system works as no other system can. 

1.2 Numbers of various types. 

Numbers a^^ self-evident or undeJSnahle^eiditi^ 

which do not require examination. It is easily seen, however, that 
the number system is far from simple and that numbers of very 
different kinds are freely used in arithmetic and algebra. It is con- 
venient, therefore, to spend a little time sorting out the various types 
of numbers and showing how they have developed side by side with, 
and by reason of, the growth of mathematical analysis from the 
simplest notions of arithmetic. Some light is then thrown on the 
nature and applicability of mathematical analysis in its present 
highly developed form. 

We all begin, in arithmetic, with some idea of the integers, the 
natural or whole numbers, as concepts intimately connected with 
the process of counting or enumeration. It is not generally recog- 
nised that counting, and hencC the integers, involves two quite 
distinct notions, the ordinal and the cardinal notions. The funda- 
mental property of integers is that they can be written down in 
•succession without end ; 

1, 2, 3, 4, 5, ... . 

The integers can thus be used to indicate any order or sequence and 
this is one of the objects of coxmting. We have here the ordinal 
aspect of counting and of the integers. But the integers do more 
than indicate order, for we can speak of four men, of four hats and 
of four sticks without any notion of order being necessarily involved. 
We simply mean that we have a collection of men, a collection of 
hats and a collection of sticks, and that the collections have some- 
thing in common expressed by the number four. There is, in fact, 
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a complete correspondence between the members of the three cohec- 
tions ; each man, for example, may be wearmg a hat and carrymg 
a stick. This is the cardirud aspect of countmg and of the mtegers, 
an aspect which enables us to say how many men, hats or sticks 
there are and which wiU later provide us with the basis of measure- 


Developing the arithmetic of integers, we define the processes of 
addition and multiphcation, the sum and product of two or more 
integers being themselves integers. Our first difficulty ames when 
we consider the converse process to multiplication. The division o 
one integer by another does not, in the vast majority of cases, pro- 
duce an integer. We can only say, for example, that “ three mto 
seven won’t go exactly ” or that we “ put down two and carry one . 
In order to introduce uniformity, the number system is extended by 
defining the fraction as a new type of number. The wider set of 
numbers, integers and fractions, is termed the system of rational 
numbers. Like the integers, the rational numbers can be written 
down in a hmitless sec^uence of ascending magnitude, the order bemg 

indicated most clearlyinthe decimal method of writing the numbers.* 

The ordered rational numbers, however, display a property not 
shown by the ordered integers. The sequence of rationals is not 
only of lirnit.lAsa extent but also of limitless “ density ”. As many 
fractions as we hke can be written down to lie between any two 
numbers of the order, between ^ and 1 for example. The processes 
of addition, multiphcation and division can be extended to apply 


to the whole system of rational numbers. 

. Even with the rational numbers, however, it is found that the 
processes of arithmetic stiU lack uniformity. Consider the process 
of extracting the square root of a given number. The square roots 
of a few numbers, such as 36, 169 and ej, are found at once as 
rational numbers. But, if rational numbers are alone admitted, we 
can only say that the square roots of most numbers, e.g. 2, 3 and 5, 
do not exist and we have again reached the unsatisfactory situation 
m which we have to own that a simple arithmetic process breaks 
down. For uniformity, therefore, a further type of number is intro- 
duced, the irrational number. Irrational numbers include the square 


* A certain amount of duplication must be eliminated by writing f , f , i,, • • . * 

for example, in the simplest equivalent form i. 
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roots of nunibers which are not ^‘perfect squares '' and also the 
solutions of many equations and such numbers as those denoted 
by TT and e which play extremely important parts in mathematical 
analysis. The definition and nature of irrational numbers will not 
be discussed here but it can be assumed that they fit into their 
appropriate places in the order of numbers according to magnitude.* 
Further, with some difficulty, we find it possible to extend the 
arithmetical processes to apply to irrational as well as to rational 
numbers. 

The next extension of the number system is useful in arithmetic 
but only becomes vital when algebra is developed. We have not yet 
referred to subtraction, the process converse to addition. When a 
smaller (rational or irrational) number is taken from a larger one, 
the result is an ordinary number of the same kind. This is not true 
when the numbers are reversed. In arithmetic it is desirable, and 
ia algebra essential, that the difference between any two numbers 
should be a number of the same system. This xmiformity can only 
be achieved by doubling ” the number system so far described by 
the distinction between positive and negative numbers and by adding 
a new number zero indicating "" nothing The difference between 
any two numbers is now a number (positive, negative or zero) and 
subtraction is a uniform process. By the adoption of further con- 
ventions, aU arithmetic processes can be made to apply to positive 
and negative numbers and (with the exception of division) to the 
number zero. 

An important practical fact can be noticed in passing. The last 
extension of the number system makes possible a great simplification 
of algebraic work. In algebra we deal frequently with equations such 
as the following : 

ir^+2a:+l=0; — = +1 — ^ = 5, 

We recognise these as examples of the same form " of equation 
and (with the aid of zero and negative numbers) we can include all 
of them in one uniform expression. We write the equations : 

a;2 +2a;4-l = 0; a;2-f( -2)x+(~ 3)=0 ; 2a;2 +( -‘ 3 ) 0 : + 1 =0 ; 

x"^ +(0)a; +( -5)=0. 


* See 4.1 (footnote) below. 
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In the symbolism of algebra all equations of these kinds can be 
included in the general quadratic form : 

ax^ +c = 0 

where a, b and c stand for some definite numbers (positive, negative 
or zero). The use of symbolic letters, such as the a, 6 and c in the 
quadratic equation above, will be described more fully at a later 
stage. 

1.3 The real number system. 

The number system as now extended consists of the neutral 
number zero and of all positive and negative numbers, rational or ^ 

irrational. This is the system of real numbers, as commonly used in 
algebra and mathematical analysis. The rational and irrational 
numbers can be arranged in an order of limitless extent and density. 

The same is true of the real numbers except that the order is of 
limitless extent in two directions instead of one. All negative 
numbers appear before the positive numbers in the order of magni- 
tude (with zero separating them) and we can proceed through larger 
and larger negative numbers as well as through larger and larger 
positive numbers. The real number system lias also another pro- 
perty, i.e. the property that there are no '' gaps ” left in the order 
of the numbers. There are gaps in the order of the rationals but 
these are completely filled by the insertion of irrational numbers.*^ 

The familiar rules of arithmetic and algebra apply, therefore, to a 
system of real numbers with the properties : 

(1) The numbers can be arranged, in a definite order, the order of 
magnitude, of greater and less. 

(2) The number order is of limitless extent in both directions, 
i.e. the numbers form a doubly infinite system. 

(3) The number order is of limitless density and without gaps 

i.e. the numbers form a perfectly system. 

The development of the real number system from the basic idea 
of a sequence of integers marks the end of a certain line of evolution 
and provides a convenient stopping place. One guiding principle 
stands out in what we have said. The introduction of each new 
number type was designed to impose uniformity where uniformity 

* This is a statement we cannot justify here. It is based on the work of 
Dedekind and Cantor ; see Hardy, Pure Mathematics (3rd Ed., 1921), pp. 1-31. 
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was previously lacking and, at the same time, to preserve all the 
essential rules of arithmetic and algebra. This is a most important 
principle which will be found at work throughout the development 
of mathematical analysis, the constant striving after generality, 
uniformity and simplicity. Herein lies much of the fascination of 
the study of mathematics. 

Even with the real number system, however, uniformity is not 
completely attained and, sooner or later, analysis reaches a stage 
where new extensions of the number system are required. The pro- 
cess of division, for example, stUl fails in one case since a real number 
divided by zero does not give a real number. We must turn a more 
or less blind eye to this deficiency though it will be partly side- 
tracked later when the idea of a “ limit ’’ is introduced. A more 
important lack of uniformity occurs when the solution of quadratic 
equations is considered in algebra (see 2.8 below). If real numbers 
are alone admitted, some quadratic equations have two solutions 
(distinct or coincident) and others have no solution at aU. It is 
clearly desirable, from the point of view of uniformity, to be able 
to say that all quadratic equations have two solutions. This 
uniformity is, in fact, achieved by introducing what are termed 
“ complex ’’ or imaginary ’’ numbers, a step which opens up entirely 
new fields of mathematical analysis. But we content ourselves here 
with the real number system which is sufficient for most of the 
mathematical methods with which we are concerned. 

Finally, the fact that the real number system is of limitless extent 
and density makes it only too easy to speak of infinitely large 
numbers and of numbers whose differences are infinitely small. 
Right at the beginning of our development, therefore, we find our- 
selves approaching the difficult country of the infinite of the 
infinitely large and the indefinitely small and continuous. A more 
determined expedition into this dangerous country must be left 
until a somewhat later stage ; it is sufficient here to remark on the 
need for such an expedition. 

1,4 Continuous and discontinuous variables. 

The generalisation of arithmetic into algebra and of algebra into 
modern analysis is largely dependent on the extension of the 
symbolism, The number system remains the basic element but its 
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uses are made more flexible by the symbolism. ■ The first and most 
obvious disfcinction between algebra and analysis on the one hand 
and arithmetic on the other lies in the use of variable ’’ numbers, 
denoted by symbolic letters, instead of particnlar numbers. 

A variable number is any number, an unspecified number, from a 
certain given set of real numbers and it is always symbolised by a 
letter such as x, y or L Particular numbers for which the variable 
can stand are called the values of the variable, and the whole set of 
possible values makes up the range of the variable. The use of a 
variable number necessarily implies a range of variation, a set of 
numbers from which the values of the variable can be selected at 
will. Many variables have a range including all real numbers and, 
in this case, no explicit reference to it need be made. Other variables 
have more restricted ranges, e.g. the range of positive numbers, of 
numbers between zero and unity or of integers only. Here the range 
should be clearly indicated in the definition of the variable. 

One particular case merits separate notice. If a variable x can 
take, as its values, all real numbers lying between two given numbers 
a and 6, then its range is called the interval (a, b). We write a <x <b 
or according as the values a and b themselves are excluded 

or included. For example, 0<x<l or O^x^l indicate that the 
variable x has a range consisting of the interval of positive proper 
fractions, the numbers zero and unity being excluded in one case and 
included in the other. 

The notion of an interval provides a concept which later proves of 
great convenience. We often make statements about the values of 
a variable x “ near '' to, or in the '' neighbourhood ’’ of, a particular 
value a. The statements are made in this vague way but their mean- 
ing can be made precise and should be borne in mind. A neighbour- 
hood of the value x^a is defined as an interval of values of x having 
the value a as its middle point. In symbols, if h denotes a given 
positive number, a neighbourhood of x=: a is defined by the interval 
(a - k) <x <(a -\-k). Here, (a; - a) is numerically less than k and the 
total length of the interval is 2k. Though k is, in general, any 
positive number we care to fix, it is usually convenient to take k as 
small, i.e, to take a small neighbourhood of a: 

An important distinction can now be made. A variable is con- 
tinuous if its range is either the whole set of real numbers or any 
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interval of the set. The adjective continnous ” here is of exactly 
the same connotation as the same adjective applied to the number 
system itself ; the values of a continuous variable can be ordered so 
that they are indefinitely dense and without gaps. It is often con- 
venient, for example, to think of a continuous variable as taking 
values successively in increasing order of magnitude and we describe 
this by saying that '' the variable increases continuously in value 
over such and such an interval Notice, however, that any 
changes in the value of a variable are essentially timeless ; the 
values ^of the variable make up a range of variation which must be 
considered as a whole, though it may be convenient to pick out or 
arrange the values in any definite way we like. 

A discontinuous variable, on the other hand, has a range which is 
neither the whole set of real numbers nor any interval of the set. 
The values of such a variable cannot be arranged in order of magni- 
tude without gaps. Any set of numbers of a particular type, e.g. the 
set of integers or of multiples of ' provides a range of variation 
which is discontinuous. For example, if the price of a commodity 
is X pence quoted only in halfpennies, then is a discontinuous 
variable taking values which are positive multiples of J. 

1,5 Quantities and their measurement. 

It is convenient, at this stage, to consider the use of our number 
system in the interpretation of scientific phenomena. One use 
springs to the mind at once, the use in the enumeration of discrete 
physical objects or events. In all such uses, whether we are counting 
(e.g.) men, road accidents or sums of money, the only numbers 
required are the integers themselves. The unit ” of counting is 
here the number one corresponding to a single object or occurrence. 
For convenience, however, larger ''units” can be adopted ; we can 
count men or accidents in hundreds or thousands instead of in ones, 
sums of money in pounds, shillings and pence instead of in the 
smallest coin (e.g. halfpennies). The result of enumeration then 
appears as a fraction or a decimal instead of as a simple integer. 
Thus we can say that the number of road accidents is 53*7 thousands 
instead of specifying the number as the integer 53,700. Or we can 
say that a sum of money is £1 11s. 4|d. or £lf|| instead of specifying 
that it contains 753 halfpennies. Hence, even in the use of numbers 
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ill enumeration, the range of the iinmhers employed can be quite 
extensive and the question of the '' unit of measurement ’’ arises as 
it does in more complicated cases. 

Enumeration is not sufficient for the description of scientific pheno- 
mena. Wc derive, from pur observation can only be called 

abstracted properties— shapes, colours, temperatures, pitches o£ 
notes, lengths, masses, time-intervals, and so on — and it is essential to 
connect these properties with numbers if possible. The two aspects 
of number, the ordinal and the cardinal, now become important. 
The ordinal aspect of number applies at once if the property con- 
sidered is capable of arrangement in some order, and this is 
the essential prerequisite for any association of numbers with the 
property. Some of the properties abstracted from scientific pheno- 
mena (e.g. temperatures and lengths) can be presented in order 
according to a criterion of greater or less, higher or lower or what- 
ever it may be ; other properties (e.g. shapes and colours) cannot be 
ordered in this way.=^^ Hence we arrive at our first distinction. Pro- 
perties not capable of arrangement in order can be termed qualities 
and numbers are not directly applicable to them. Properties to 
which a natiual order is attached can be termed magnitudes and 
numbers can be associated with them at once. The number attached 
to a magnitude simply serves to indicate its position in its appro- 
priate order and the association is loose and by no means unique. 
The association is, however, of considerable importance in the 
scientific field, the Centigrade and Fahrenheit readings of tempera- 
ture providing a good example, and more will be said about it later 
on. 

A second distinction can be drawn amongst magnitudes according 
as the cardinal aspect of number can or cannot be applied in addition 
to the ordinal aspect. If a magnitude displays the additive property 
that any two of its values can be taken and added together to give 
a third value of * the same magnitude, then numbers can be used in 
their cardinal aspect and the processes of arithmetic apply. Magni: 

tudes with the additive property, can be called directly measurable 

quantities and we shall show how numbers can measure, and not only 

* It may bo possible, in the construction of physical theories, to analyse a 
quality such as colour and to connect it indirectly with numbers (e.g. by 
means of “wave lengths”). This merely indicates that our distinctions are 
not hard and fast — as, of course, they cannot be. 
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order, quantities. Lengths, masses, time-intervals and electric 
charges are examples of quantities; temperatures and pitches of 
notes are instances of magnitudes which are not quantities. 

In order to fix ideas, let us consider the quantity length ; what 
follows applies, with suitable modifications, to other quantities such 
as mass or time-interval. The additive property of length makes it 
possible to construct a scale for measuring length. A definite length 
is chosen as standard and a number of such lengths are placed end 
to end to make the scale. This is possible since we know what is 
meant by equal lengths and since we can add lengths together to 
get otjaer lengths. The standard length, definable in any convenient 
way, will be assumed here to be that length Imown as an inch. Any 
given length can be compared now with the scale of inches and 
defined as covering so many scale intervals, so many inches. All that 
is required is the process of counting and we get lengths of 2 inches, 
10 inches, 143 inches, and so on. In other words, any given length 
is specified or measured by a number, such as 2, 10 or 143, when 
compared with the standard inch scale. 

A difficulty now presents itself. In almost all cases, the scale 
reading of any given length must be taken to the nearest number of 
inches. As a result, two lengths may have the same measure though 
direct comparison shows them to be unecj[ual ; or the sum of two or 
more lengths may give a scale reading which is not the sum of the 
separate scale readings. The fundamental ordered and additive 
properties of length appear to have been lost in the process of 
measurement, a state of affairs which cannot be tolerated. The 
measurement of length must be made to preserve the fundamental 
properties. 

The first step is to admit fractional as well as integral numbers in 
our measure of length. "We can subdivide the scale unit by taking 
(e.g.) tenths or hundredths of an inch and then compare the given 
length with the subdivided scale. Alternatively, we can apply a 
given length repeatedly to the fixed inch scale until the multiple 
length coincides with a scale reading. Thus, the length of 2| or 2-75 
inches is such that it covers 275 of the hundredth inch units, or such 
that a hundred such lengths together cover 275 of the inch units. 

Jn practice, this process will suffice since there must be some 
physical limit to the comparisons that can be made between a 



12 . MATHEMATICAL ANALYSIS FOR ECONOMISTS 

given length and any actual inch scale. But the measurement of 
lengths by means of rational numbers fails in our theoretical require- 
ments of length. Pythagoras’ weU-known theorem, for example, 
requires that the diagonal of a square of one inch side should be 
represented by inches, and is not a rational number. We 
must, therefore, conceive of lengths measured by irrational numbers, 
even though actual measurement with a scale of inches does not 
support us. 

What has happened now is that we have associated the concept 
of the infinitely small and continuous with the observable property 
of length and, like the abstract number system itself, we assun^e that 
length is continuously variable. In other words, a new and abstract 
concept of length is introduced ; we assume that there is a ‘‘ true ” 
length which is continuous but incapable of actual measurement. 
This assumption of continuity, which must be recognised as some- 
thing outside the sphere of actual observation, is imposed upon 
length for purposes of mathematical convenience, in order that the 
measure of length should display the* additive property and obey 
the rules of arithmetic exactly as we desire. The assumption of 
continuity into the phenomena we study is of frequent occurrence 
and the present instance is only the first of many. The only difier- 
ence between this and some later instances is that we have grown 
used to the assumption in this case, but not in others, so that we 
think it reasonable ” here but not there. 

In the description of scientific phenomena, therefore, there appear 
certain directly measurable quantities. Only three of these quan- 
tities are required in mechanics, length for the description of space, 
mass for the description of weight or inertia, and time-interval for 
the description of temporal changes. Other fundamental quantities 
must be added as the range of physics is widened. In electricity, 
for example, we need the new fundamental quantity of electric 
charge to describe the phenomena then included. Having selected a 
standard scale unit, we can express each quantity as a variable 
number. The recognised units of theoretical physics for measuring 
length, mass and time are the centimetre, gramme and second 
respectively. Other units are possible and are often used in more 
mundane descriptions ; the units of a foot and a pound can replace, 
for example, the standard centimetre and gramme units. 
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Finally, the property of continuity is imposed upon the measure 
of each of the fundamental quantities. When we speak of a length 
of a; centimetres, a mass of y grammes or a time-interval of t seconds, 
the numbers rr, y and t are assumed to be continuous variables subject 
to the rules of arithmetic and algebra. This seems reasonable 
enough, but thb remarks above serve to indicate, though inade- 
quately, the serious abstractions and assumptions that lie behind 
bald statements about the measurement of fundamental quantities. 

1.6 Units of measurement. 

The measurement of a quantity, as defined above, is only unique 
if the standard scale unit is given. The choice of the standard unit 
of each quantity is open and can be made in a large number of ways. 
As we have noted, the scale unit of length adopted in theoretical 
work is almost invariably the centimetre. But inches, feet, yards, 
miles, milhmetres, kilometres and rods or poles provide other recog- 
nised examples of length units. It appears, therefore, that there is a 
large element of arbitrariness in the measure of any quantity and 
the question arises whether there is any real distinction between 
quantities, with measures arbitrarily dependent on the choice of 
scale unit, and magnitudes in general, indicated by numbers without 
any pretence at uniqueness. It will be shown that the distinction is 
real, that the arbitrary element in the measure of a quantity is much 
more limited and easily dealt with than in the indication of non- 
measurable magnitudes. 

There exists a very simple rule connecting the measures of a given 
quantity on two diiBEerent scales. Let the second scale xmit be 
measured and found to contain A of the first scale units. If a 
quantity has measures x and y in the first and second scale units 
respectively, then we have x=Xy, a relation which holds for any one 
quantity whatever of the kind considered. 

Hence, the numerical measure of a given quantity changes when 
the unit of measurement is changed, but the change in the measure 
is quite simple and follows the familiar rule of proportions. The 
proportion is fixed by A, the measure of one unit in terms of the other. 
For example, a length can be expressed either as x feet or as 12x 
inches, whatever the value of x. The length measure changes 
according to the fixed proportionality rule independently of the 
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lengtli we happen to take. The connection between units may 
be expressed in fractional, or even irrational, form. One inch is 
measured as 2*54... on the centimetre scale and a length of x inches 
is thus (2*54...) a; centimetres. 

The measures of a series of quantities of the same kind on one 
scale are exactly proportional to the measures on a second scale. 
For example, the same set of lengths can be measured by 


6, 

12, 

18, 

24, 

30, . 

...inches ; 

1 

2 5 

1 , 

3 

25 
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25 • 

.. feet ; 
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i 

3’ 

1 

25 

2 

35 

5 

65 • 

.. yards. 


The limitation on alternative measures can be expressed by saying 
that the ratio of the measures of two quantities of the same hind is 
independent of the units chosen. The ratio of the measures of the 
first two lengths instanced above is always I ; the first length is half 
the second, a statement independent of scales. 

The arbitrary element in the indication of a magnitude which is 
not a directly measurable quantity is subject to no such limitation. 
A set of magnitudes of the same (non-measurable) kind arranged hi 
ascending order can be indicated by any rising set of numbers 
wdiatever : 

1, 2, 3, 4, 5, ... ; 

1, 3, 5, 7, 9, ... ; 

1, 4, 9, 16, 25, ... , and so on. 

There is no connection between the various numbers that can 
indicate any one magnitude ; the question of changing units does 
not arise. 

1.7 Derived quantities. 

From the limited number of fundamental quantities necessary 
in the description of scientific phenomena can be obtained a large 
number of secondary or derived quantities. The two most frequent 
ways of defining derived quantities are by the multiplication and 
division of fundamental quantities of the same or difierent kinds. 
It is sufficient to quote, as examples of derived quantities defined 
as products, the cases of superficial area and of cubic volume. Area 
is obtained as the product of two, and volume as the product of thrc^e, 
length measures. Probably more important, and certainly more 
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frequent, are the derived quantities obtained by dividing one funda- 
mental quantity by another. The quotient of distance travelled by 
an object divided by the time of transit gives the derived quantity 
known as speed. If the mass of a body is divided by its volume, we 
obtain the derived quantity of density. The quantity of electric 
charge passing a given point in a wire divided by the time it takes to 
pass provides the derived quantity of electric current. Further, to 
quote a simple example from the economic sphere, a sum of money 
divided by the number of units of a commodity bought with the 
sum gives the price of the commodity. 

From their definition it follows that derived quantities can be 
measured, but only in terms of two or more standard units. A scale 
unit for each fundamental quantity used in defining a derived 
quantity mxist be chosen before the latter can be expressed in 
numerical terms. This is made clear by the way in which derived 
quantities are commonly specified ; speeds are indicated by measures 
such as 30 miles per hour or 25 feet per second, densities by so many 
pounds per cubic inch and prices by so many pence per pound. The 
measures of derived quantities, like those of the fundamental quan- 
tities, are numbers which are taken as continuously variable. 

It will be seen later that derived quantities include two distinct 
types, the '' average ” type and the '' marginal ’’ type. Average 
speed illustrates- the first type ; if a train travels 45 miles in an hour 
and a half, then we say that its speed, on the average, is 30 mUes per 
hour. The second type is illustrated by velocity or instantaneous 
speed ; if the velocity of a train is 30 miles per hour at any moment, 
this implies that the distance travelled in a very short time-interval 
from the given moment, divided by the time-mterval, is approxi- 
mately equivalent to 30 miles in an hour. The price of a, commodity, 
as usually defined, is an average price. The corresponding marginal 
concept can be defined, however, and given the name marginal 
revenue a concept of considerable importance in economic theory. 
Both corresponding types of derived quantities are measured in the 
same way and in terms of the same pair of scale units. 

The various scales necessary for the measure of a derived quantity 
are at choice and, if any one unit is changed, then the numerical, 
measure of the derived quantity is changed. But the change is 
governed by a rule of proportions similar to that already described. 


16 ; mTHEMATICAL ANALYSIS FOR ECONOMK^^^^ 

Suppose, for example, that a derived quantity is obtained by the 
division of one quantity A by another quantity B. The units of 
measurement are changed so that one unit of the second scale of A 
equals units of the first scale, and one unit of the second scale 
of B equals A^, units of the first scale. A given value of the derived 
quantity is measured by x on the first scales and by y on the second 
scales. Then we have 

A, 

x=^Yy. 

Aft 

For example, the average speed of a train is 30 miles per hour. Now, 

30 miles in an hour implies 30 x 5280 feet in an hour, and so 

feet in a second. The speed is thus 44 feet per second. In general, 
a speed of x feet per second corresponds to y miles per hour if 


y_ 52 80 . 

3600 J 


.22 
■15 y- 


Again, if the average price of sugar is 3d, per pound, what is the 
price in shillings per cwt,? A cwt: or 112 pounds costs 336d. or 
28 shillings. The required price is 28s. per cwt. In general, a price 
of xs. per cwt. corresponds to yd. per pound if 


112 

X=:^yz 


‘ 3 y* 


So, one measure of a derived quantity is a constant multiple of an 
alternative measure obtained by changing the units of measurement. 
When the derived quantity is the quotient of two quantities, as 
often happens, the multiple is simply the ratio of the scale multiples 
of the separate quantities. 


1.8 The location of points in space. 

Our main purpose is to develop the methods of mathematical 
analysis. Any introduction of geometrical or spatial considerations, 
therefore, will be subsidiary to, and illustrative of, the analytical 
development. It will not be necessary to enlarge upon the funda- 
mental geometrical problems concerned with space as an abstract 
conception and defined in any consistent way we please. We avoid 
difficulties by using only the space of our senses, taken as possessing 
the properties of being infinite, continuous and metrical. Primary 
sensations give us a conception of space and spatial configurations 
and tell us that we can assume that distance between points of space 
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is measurable (in definite units) and continuously variable. Furtlier, 
space can be regarded as of limitless extent in one, two or tliree 
dimensions as the case may be. 

The geometrical considerations given here can, therefore, be illus- 
trated by drawing actual diagrams in the plane of the paper (two 
dimensions) or by sketching plane representations of spatial models 
(three dimensions) . It is possible, by giving up visual representations, 
to extend our geometry to spaces of more than three dimensions 
with the same properties as those given above.'" But this would 
require a precise re-definition of all the geometrical concepts which 
we are taking as self-evident, a task which it is scarcely appropriate 
to undertake here. Occasionally, however, we shall proceed by 
analogy and refer to T^-dimensionaL “ distances flats ” and 
'‘hypersurfaces’’ as the analogues of three-dimensional distances, 
planes and surfaces. It must be remembered that such geometrical 
terms are introduced only as illustrative of the analytical methods. 

The spatial properties we have assumed here are clearly analogous 
to the properties of the real number system. This analogy makes it 
possible to locate points in our metrical space by means of numbers, 
the method being derived from the way in which we measure 
distances in space and depending on the number of dimensions of 
the space. 

Space of one dimension consists of a continuous and indefinitely 
extended straight line which we can denote by i. A practical 
method of fixing the position of a point on a line is to state the 
distance, in definite units, of the point from a given base point : the 
position of a train on a railway track, for example, can be defined 
in this way. We can easily express this method in a precise form 
suitable for the line representing our one-dimensional space. A con- 
venient point 0 is selected on L and a definite scale of measurement, 
e.g, one unit = -| inch, is taken. Taking for convenience of wording 
the line L as “horizontal”, a convention is adopted whereby all 
distances measured from 0 to the right are positive and all distances 
to the left negative. Then each point on the line L is located without 
ambiguity by a number, the number of units (e.g. | inches) of the 
distance of the point from 0. The number can be positive (if the 
point is to the right of 0) or negative (if the point is to the left of 0). 
So, the point located by the number +3 is 3 units of distance to the 

B M.A. 
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riglit of 0 and tlie point located by - | is a Ixalf unit of distance to 
tlie left of 0, Since the number system and the points on L are con- 
tinuous, each point on L is represented by one definite number and 
each number corresponds to one definite point on L, The method 
depends enthely on the fixing of 0 and of a definite scale ; if a 
difFerent base and scale are chosen, an entirely different correspond- 
ence, still unique within itself, is set up. 

The next step is to locate points in two dimensions, i.e. in a 
plane which can be visually represented by the plane of the paper. 
Experience again provides a practical indication of the appropriate 
method. A position in a flat country is conveniently located, as on 
an Ordnance map, by giving the number of miles the position is 
north or south of a given base point, and the number of miles it is 
east or west of the same point. The essential fact is that two 
numbers or measurements are required. To make the method pre- 
cise, fix two straight lines and in the plane which cut at right 
angles in a point 0. In the visual representation, and for convenience 
of wording, the first line can be taken as horizontal and the second 
line as vertical, the positive direction of Li being from left to right 
and of upwards. A definite unit is chosen which serves for 
measuring distances along both lines. From a point P in the plane, 
perpendiculars PM and PN are drawn to the lines Li and L^, The 
point P is then located without ambiguity by two numbers, the first 
being the number of units in the distance OM and the second the 
number of units in the distance ON, In Fig. 1, P is located by the 
number pair (4, 3), Q by (3, 4), R by (|, - 2) and N by ( - 4, -f). 

Of the two numbers which locate the position of a point P, the first 
is the distance of P from 0 parallel to i.e. to the right or left of 
pQ ; if this number is positive, P is to the right of Pg, and if negative, 
P is to the left of Pg. The second number is the distance of P from 0 
parallel to Pg, i.e. the height of P above or below P^ ; P is above Pj 
if the number is positive and below P^ if the number is negative. 
The lines Pi and Pg divide the whole plane into four '' quadrants 
In the N.E. quadrant both numbers are positive, in the N.W. 
quadrant the first number is negative and the second positive, in the 
S.W. quadrant both numbers are negative, and in the S.E. quadrant 
the first number is positive and the second negative. The order of 
writing the numbers is important ; an interchange of the numbers 
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(if unequal) alters the position of the point (see P and Q of Fig. 1). 
From the continuity of the number system and of the plane, each 
point of the plane is represented by a definite pair of numbers and 
each pair of numbers by a definite point of the plane. Relative to 
the fixing of L-^ and Lg of the scale of measurement, the corre- 
spondence between number pairs and points is quite unambiguous. 

Suppose a table is given showing corresponding values of two 
variable quantities. Taking squared paper and ruling two perpen- 
dicular lines along which values of the two quantities are respectively 
measured, each pair of values can be plotted, by the above method, 
as a point on the squared paper. The result is a graph, showing a 



Scale: One unit = % inch 
Eig. 1. 

group of plotted points, from which the relative changes in the 
quantities can be traced. It is not necessary here to take the same 
scale of measurement for each quantity ; the units in which the 
quantities are measured are more or less arbitrary and each scale 
can be chosen for convenience of plotting. Examples I provide 
practical instances of graphical representations of this kind. 

The location of points in space of three dimensions can be carried 
out in an exactly similar way. Three straight lines and Ls are 
fixed to intersect at right angles in a point 0. With definite positive 
directions along the lines and a definite scale of measurement for 
all distances, the position of a point P is located in space as follows. 
A rectangular ‘' box ’’ is constructed with three adjacent sides OM, 




20 MATHEMATICAL ANALYSIS EOR^ ECONOMISTS 

OA" and OL along tLe lines and respectively, and vitli P 

as the vertex opposite to 0. The position of P is then located by the 
set of three numbers which represent respectively the number of 
units in the distances OM, ON and OL, due regard being paid to sign. 
Remarks similar to those given in the case of two dimensions apply 
to this three-dimensional method of locating points. 

1.9 Yariable points and their co-ordinates. 

The importance of the methods of locating points in space is seen 
when they are applied, with suitable modifications of terminology 
and notation, to connect variable points and variable numbers. 
A variable point in space is a point which can take any position from 
a given range of possible positions. As a point varies in position, so 
the numbers which serve to locate the point vary in value. From 

this simple fact, we can construct 
a most powerful theoretical tool 
applying to both analysis and 
geometry. 

We can start with the two- 
dimensional case and, since we 
are considering variable points 
in general, we can give up any 
attempt at scale drawings and 
rely upon geometrical reasoning 
illustrated by simple diagrams. 
Denote two given perpendicular 
lines by Ox and Oy, drawn with 
positive directions as shown in Eig. 2 and with the line Ox taken 
horizontally and the line Oy vertically. The point 0, in which 
the lines intersect, is called the origin of co-ordinates and 
the lines Ox midi Oy are called the co-ordinate axes or the axes of 
reference. Any point P is taken in the plane Oxy and perpendiculars 
PM and PN are drawn to the axes. With a definite scale of measure- 
ment for all distances, let OM contain x units and ON y units of 
distance. The point P is fixed by the number pair {x, y), where the 
numbers must be written in this definite order. The point P is said 
to have co-ordinates {x, |/), the first being the ir-co-ordinate and the 
second the |/-eo-ordinate. Alternatively, the co-ordinate along the 
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horizontal axis {Ox here) is called the abscissa and the co-ordinate 
along the vertical axis is called the ordinate of P. 

Once the axes and the scale of measurement are fixed, all points 
are located uniquely by their co-ordinates. As the point P varies 
in the plane, so the co-ordinates become variable numbers with 
certain definite ranges of variation. If P varies over the whole plane, 
then the variables x and y each have the whole set of real numbers 
as their range of variation. If P varies in a more restricted way, 
then the variables x and y have ranges which may be continuous or 
discontinuous and related in aH kinds of ways. To a variable point 
in two dimensions, therefore, there corresponds a pair of variable 
numbers ; much use of this will be made later. 

There are several ways of interpreting the co-ordinates of a point. 
The point (x, y) can be regarded as distant x units perpendicularly 
from the ^/-axis and y units perpendicularly from the a;-axis. In 
other words, the point is a distance x units to the right or left of the 
vertical base line and a height y units above or below the horizontal 
base line. From another point of view, the point {x, y) is reached 
by going a distance x units from 0 along Ox and then a distance 
y units parallel to Oy, or conversely. 

The co-ordinates of particular points should be noticed. The 
origin 0 is itself a point in the plane and its co-ordinates are seen to 
be (0, 0). Any point on Ox must have zero for its jz-co-ordinate and 
it appears as (a;, 0), where the (positive or negative) distance of the 
point from 0 is x units. In effect, therefore, a point on the iiae 
which is taken as the a;-axis need have only one co-ordinate, and a 
variable point on this line is represented by one variable number x. 
Similar remarks apply to a point with co-ordinates (0, y) lying on 
the y-axis. Finally, points in the various quadrants of the plane 
have co-ordinates whose signs are determined by the rules already 
given (1.8 above). 

The* extension of the representation of points by co-ordinates to 
the case of three-dimensional space presents no essential difficulty. 
Three perpendicular co-ordinate axes Ox, Oy and Oz must now be 
fixed, intersecting in the origin 0 and with positive directions as 
showui in Fig. 3. For convenience, the plane Oxy can be taken as 
horizontal, the axis Oz then being vertical. Dropping perpendiculars 
from any point P in space to the planes Oxy, Oyz mA Ozx (called 
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the co-ordinate planes) and completing the rectangular “ box ” with 
sides OM, ON and OL along the axes, let OM contain x units, ON 
y units and OL z units of distance. Then the position of the point P 
is fixed by three co-ordinates {x, y, z) written in this definite order. 
For fixed co-ordinate axes and a fixed scale of distance measure- 
ment, the variation of a point in space is described by three variable 
numbers, the variable co-ordinates of the point. Two of the variables, 
X and y, determine points m the horizontal plane Oxy while the third 
variable 2 : determines the height of the variable point in space above 
or below the corresponding point in the horizontal plane. 



There is no need, of course, to adopt only the point of view 
taken so far in which variable points are represented by variable 
co-ordinates. Since the connection between points and co-ordinates 
is quite unambiguous (relative to fixed axes and a fixed scale of 
measurement), we can equally well start with variable numbers and 
represent them by a variable point in space. For example, given 
two variables x and y related in any definite way, we can fix two 
axes Ox and Oy in a plane together with a scale of measurement and 
so obtain a corresponding variable point P (x, y) in two-dimensional 
space. All this is independent of the symbols adopted for the 
variables concerned ; to a pah of variables denoted by p and q, 
there corresponds a variable point {p, q) in a plane referred to two 
perpendicular axes Op and Oq. 

The perfect 'Hwo-way ’’ connection we have described between 
variable points and variable numbers clearly provides the link we 
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requii’e between geometry and analysis. This link, as we stall see, 
enables ns to translate an analytical problem into a geometrical or 
diagrammatic one, and conversely. We have, in fact, established 
one of the most useful methods of the mathematical technique. 


EXAMPLES I 

The measurement of quantities * 

1. Explain how a scale of measurement for mass, considered as a funda- 
mental quantity, can be constructed. How is a given mass compared with, 
the scale ? Must continuity be imposed upon the measure of mass ? Consider 
the other fundamental quantity, time-interval, on the same lines. 

2. An isosceles triangle has two equal sides of one inch enclosing an angle 
of variable size. Show how the length measure of the third side can give a 
scale for measuring angles of less than two right angles, thus deriving an 
angular measure from length measure. Wliat is the measure, on this system, 
of angles of 60° and 90° ? 

3. Assuming that lengths can be measured along the circumference of a 
circle, obtain an alternative length measiue of angles, showing that angles up 
to four right angles can now be measured. How can this be extended to angles 
of any size? What is the relation of this length measure to the familiar 
measure in degrees ? 

4. Illustrate the change of measure of a quantity by expressing 321 inches 
in feet ; 1*63 yards in inches ; 25-|- cwts. in poxmds ; 4897 pounds in tons and 
0*285 hours in seconds. 

6, Given the connection between a foot and a centimetre, find an approxi- 
mate measure of a centimetre in inches. Express 5 inches in centimetres, 
S'l yards in metres and 1 mile in kilometres. 

6. From the measure of a pound in grammes, find the approximate 
measxue of a gramme in oimces. Express 2 ounces in grammes and 12 pounds 
in kilogrammes. 

7. Express 5072 square inches in square yards and 0*038 cubic feet in 
cubic inches. One acre is 4840 square yards ; how many acres are there in a 
square mile? 

8. Express a speed of 20 feet per second in miles per horn*. What is the 
measure of a speed of 60 miles per hour in feet per second and in metres per 
second ? 

9. A uniform body weighs 6 cwts. and has a volume of 5 cubic feet. Find 
the density in pounds per cubic foot and in ounces per cubic inch. 

10. A cube of uniform substance has a side of 2 inches and weighs 3 pounds. 
Find the density in pounds per cubic inch and in grammes per cubic centi- 
metre. 

In these examples, take 1 foot=30*48 centimetres and 1 pound =4536* 
granarq.es. 
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11. For a particle of mass m and velocity v, w© define 

Momentum and Kinetic Energy = |m . 

How are the measures of momentiun and kinetic energy expressed in terms 
of length, mass and time units? 

12. A body of mass 2 ponnds is moving at a uniform speed of 30 feet per 
second. Find its momentum and kinetic energy in pound -feet -second units 
and also in centimetre-gramme-second units. 

18. Illustrate the fact that the derivation of secondary quantities can be 
carried beyond the first stage by expressing acceleration (the change of velocity 
over time) in distance and time units. The acceleration due to gravity is 
approximately 32 in feet-second units ,* what is its measure in centimetres 
and seconds ? 

14. A retail tobacconist buys a brand of tobacco at £5 9s. lOd. per 10 pound 
bag wholesale. Adding 15% for his expenses and profit, what should be the 
retail price per pound (to the nearest penny) and per ounce (to the nearest 
halfpemiy) ? 

15. The number of acres of land used m wheat i)roduction, the amount of 
wheat obtained in bushels and the total cost of production are all known. 
Explain the derived nature of the concepts of average product per acre and 
of average cost per bushel of wheat. 


16. From the data given in the table : 


Land in 

Area 

(acres) 

Wheat production 
(bushels) 

Total cost 
(£’s) 

Great Britain 

12 

467 i 

97 

Canada 

185 

2236 

325 

France 

57 

1304 

233 


find the average product per acre and the avei'age cost per bushel of wheat 
in each case. How can these derived figures be used to compare wheat 
production in the different regions named? 

17. Assuming that a bushel of British wheat, produced under the condi- 
tions of the previous example, is sufficient for 60 pounds of bread, calculate 
the cost of production of the wheat content of a two poimd loaf. The wheat 
producer makes a profit of 7^% and the loaf sells at 4d. ; what proportion of 
the selling price goes in baking and distribution? 

18. A small chocolate firm employs 15 hands at an average wage of 45s. 
per week ; overheads and materials cost £41 5s. per week and the output of 
the firm is 34 tons of chocolate per year. Find the average product in pounds 
per hand per week and the average cost of a J pound Wook of chocolate in 
pence. 

^ 19. Show that the rate of simple interest is a number expressed only in 
time miits, varying inversely with time. How is the rat© of interest per year 
reduced to a rate of interest per week? What is the amount of £100 at 
r% simple interest per year at the end of n years? 

20. A man pawns his watch for 18s. and is charged |d. per week by way 
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of interest. Calculate the rate of (simple) interest per week that is implied by 
this charge. If 12% per year is taken as a standard rate of interest for this 
type of loan, is the pawnbroker extortionate in this case? 

Graphical methods 

21. Selecting suitable rectangular axes in a plane, plot the points with co- 
ordinates (4, - 1) ; ( “f, 3) ; (2, |) ; (2-3, - 1*7) and ( -’2-8, 0). 

22. Show that the three points whose co-ordinates referred to rectangular 
axes in a plane are A (5, 7), B (9, 3) and G ( - 2, - 4) form an isosceles triangle 
ABG, Which are the equal sides ? By direct measurement, determine 
whether the other side is longer or shorter. 

23. By plotting a graph, show that the points with co-ordinates ( - 3, - 1) ; 
(6, 2) ; (1, - 3) ; ( - 3, 5) ; (5, - 1) all He on a certain circle. Locate the 
centre and measure the radius of the circle. 

24. Four points 0, P, Q and R are marked in a plane country. OB is a line 
in a W.E. direction and P is 12 miles from O, The position of P is 3 miles 
E. and 4 nailes N. of O, and that of Q is 4 miles W. and 5 miles N. of P. What 
axes and scales are suitable for locating the points graphically? Find the co- 
ordinates of the pohits in the system you choose, plot the points on graph 
paper and measure the distances OP, PQ and QP. Estimate the length of the 
shortest route from 0 to P calling at P and Q and check your result by using 
Pythagoras’ Theorem. 

25. Illustrate the arbitrary element in the location of points in a plane by 
rectangular co-ordinates by considering the following. 

Three points A, B and G lie in a plane in which lines L-i and (Li hori- 
zontal and Pa vertical) are fixed. A is 3 inches above L-i and 2 inches to the 
left of Pa J P is 6 inches above L[ and 10 inches to the right of Pa ; (7 is 1 inch 
below Pi and 8 inches to the right of Pa. Find the co-ordinates of the points 
referred to Pi and Pa as axes when the scale unit is equal to (a) one inch, 
(6) one-tenth of an inch, and (c) one foot. 

A point 0' is now taken 2 inches below Pi and 1 inch to the right of Pa. 
Straight lines Pi' and Pa' are drawn through O' parallel to Pi and Pa respec- 
tively. Find the co-@rdinates of the three points on each of the above scales 
when Pi' and are axes. 

26. Three mutually perpendicular axes Pi, Pg and Pg are fixed to intersect 
in a point 0 in space (Pg being vertical). Find the co-ordinates of the point A 
which lies 3| inches from 0 on Pg ; of the point B in the plane of Pi and Pj 
which is 5| inches from 0 parallel to Pi and 2 inches parallel to Pa ; and of the 
points G and D which are 4 inches above and below B respectively. Draw 
a rough diagram to illustrate. 

27. Choosing convenient scales, plot a graph of the pairs of values of the 
variables a; and 2/ given below : 


X 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

y 

108 

81 

63 

50 

40 

32 

26 

21 

16i 

13 


Draw a freehand curve through the plotted points. Is there any evidence of 
a ‘‘ law ” connecting changes in x and 2 /? Find an approximate value of y 
when ir = 3-6. 

UNIVERSITY LI3IIARY 
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S8» The following pairs of values of x and y are given : 


X 

-9 

-7 

-5 

-3 

-2 

0 

1 

3 

4 

6 

8 

9 

y 

10*0 

9-4 

7-7 

5-0 

3-4 

0 

-1*7 

-5*0 

-6*4 

-8-7 

-9’8 

- 10*0 


Plot the corresponding points on graph paper, draw a smooth curve through 
the points and find the values of y when a; is - 6 and 5. What can be deduced 
about the variation of y when x varies? 


28* Show, by a grapliical method, how the pressure on a piston of a steam 
engine varies at different positions of the stroke when the following facts are 
given : 


Position of piston (inches from 
begiiming of stroke) 

0 

1 

4 

6 

8 

11 

15 

19 

20 

Pressure (000 lbs.) - 

36-0 

36-5 

36-6 

33-5 

25-5 

17-5 

13-7 

9-0 

1-85 


30. The following table (data from Schultz : StoMstical Laws of Demand 
o/nd Supply) gives p, the yearly average N.Y. wholesale price of sugar, and g, 
the yearly U.S.A. consumption of sugar, for the period from 1900 to 1914. 


Year 

p (cents 
per pound) 

q (Mn. 
short tons) 

Year 

p (cents 
per pound) 

q (Mn. 
short tons) 

1900 

5*32 

2*49 

1908 

4-96 

3-57 

1901 

6-05 

2-66 

1909 

4-77 

3-65 

1902 

4-46 

2*87 

1910 

4-97 

3-75 

1903 

4-64 

2-86 

1911 

5*34 

3-75 

1904 

4-77 

3-10 

1912 

5-04 

3-93 

1905 

5-26 

2-95 

1913 

4*28 

4-19 

1906 

4*51 

3-21 

1914 

4-68 

4*21 

1907 

4-65 ■ 

3*35 





Plot a graph, one point for each year, to show the related variations of p and q, 
(Such a graph is called a “ scatter diagram ”.) Is there any evidence that a 
rise in consumption accompanies a fall in price ? 

31. Points in a plane can be located by means of"co -ordinates with reference 
to axes which are not perpendicular (oblique co-ordinates). If lines Li and 
intersecting in 0 at any angle, are taken as axes, the co-ordinates of a point P 
are (x, y), where P is reached from O by going a distance x units along L-^ and 
then a distance y units parallel to Xg* Illustrate with a diagram. 

32. The axes are at an angle of 45® ; plot the points whose co-ordinates are 
given by the following pairs of numbers : 

(2,2); (0,3); (-4,0) and (-3,-2). 

(Scale : one uhit = one inch.) ® 

33. A parallelogram has a horizontal side OP of 4 inches and a side OP of 
3 inches at an angle of 60® to OP. Draw the parallelogram on graph paper 
and find the co-ordinates of the corners and of the point of intersection of the 
diagonals when the axes are taken as (a) OP and OP, and (6) horizontal and 
vertical lines at 0. 
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34« An entirely different method of locating points in space is by means of 
polar co-ordinates. A point 0 and a direction Ox (taken horizontal iy) are fixed 
in a plane. The polar co-ordinates of a point P are defined as (r, ^), where the 
distance of P from 0 is r units and where OP makes an angle of 9°, in the 
counterclockwise direction, with Ox. Illustrate with a diagram and by 
plotting a -graph showing the points whose polar co-ordinates are 

(3,60^); (1,300°); (f, 0°) and (|, 135°). 

35. Referred to rectangular axes, four points have co-ordinates 

(1,1); (-2,-2); (3,0); (0,-2). 

Fixing the point 0 and the direction Ox, find the polar co-ordinates of the 
points. Illustrate by plotting the points on graph paper. 

36. An observer, standing at a position 0 in a plane country, locates four 
landmarks A, B, G and D. A is 10 miles away in a NN.E. direction ,* B is 
due S. and at a distance of 7 miles ; G is W.N.W. and 8 miles away and D is 
distant 15 miles in a S.E. direction. Plot a graph showing the four landmarks 
and find the polar co-ordinates of the plotted points referred to 0 and the E. 
direction through O. (Scale : 5 miles = one inch.) 



CHAPTER II 


FUNCTIONS AND THEIR DIAGRAMMATIC 
REPRESENTATION 

2.1 Definition and examples of functions. 

In mathematical analysis we are concerned with variable numbers. 
The important thing about variables is not the way in which each 
varies by itself, ^ut the way in which different variables are related 
one to another^ Mathematical analysis, in short, is the study of 
relationships between variable numbers^:. A simple technical term 
is used to describe and symbolise a relationship between variables, 
the term “ function 

The notion of a function is an abstract and general one but 
essentially very simple. In order to emphasise the simplicity of the 
notion, we can conveniently introduce at once a few examples of 
functions as applied in scientific work and everyday life. In applying 
mathematical analysis to actual phenomena, the physical and other 
quantities of the phenomena are expressed by variable numbers. 
Any observed or assumed relation between the quantities then 
corresponds to a functional relation between the variables. The 
following examples make this clear. 

If a lead peUet is dropped from a height, we know that the distance 
it has fallen (in feet or some other unit) depends on the time-interval 
(in seconds or some similar unit) since the moment of dropping. 
There is a relation between distance and time and the distance 
fallen is a '' function ’’ of the time-interval. Similarly, if a gas is 
subjected to pressure at a constant temperature, its volume varies 
with, i.e. is a '' function ’’ of, the pressure. To take a more everyday 
example, the amount paid in inland postage on a parcel (in some 
monetary units) depends on, and is a function ” of, the weight of 
the parcel (in pounds or a similar unit). ^Finally, in economics, the 
amount of a certain commodity demanded by a given market is 
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taken as connected in some way with the market price of the com- 
modity, i.e. demand is a '' function ” of price. 

each of these examples, there are two variable quantities repre- 
sented, in specific units, by variable numbers. The quantities, and 
the associated variables, do not change independently of each other ; 
there is a connection between corresponding values, a dependence 
of one quantity upon the other. The idea of a function, therefore, 
involves the concepts of a relation between the values of two vari- 
ables and the dependence of one variable on the other J > 

Formal definitions of two technical terms can now be given. 
There is an or functional- relation between two 

variables xa^nd y, with given ranges of variation, if the values that x 
and y can take are not independent of each other but connected in 
some definite way. If the value of a: is known, then the value or 
values that y can take are fixed and not arbitrary, and similarly 
conversely. An implicit function is thus a mutual relatipn between 
two variables and either variable ‘‘determines” the other. The 
variable y is an explicit function of the variable x if the value or 
values of y depend in some definite way upon the value which is 
allotted arbitrarily to x. In this case, it is the variable x which 
“ determines ” the variable y. In the same way, a: may be given as 
an explicit function of y. 

It follows at once that a given implicit function between x and y 
fixes two explicit functions — y as an explicit function of x and x as 
an explicit function of y. These two explicit functions are said to be 
inverse to each other. Conversely, each given explicit function must 
arise from some implicit function and has its corresponding inverse 
function. The difference between implicit and explicit functions is 
mainly one of point of view or emphasis. If the relation between x 
and y is regarded as mutual, then the term implicit function is 
appropriate ; the variables are on an equal footing. If the relation 
is regarded from a definite angle, e.g. as depending on x, then we 
use the term explicit function. Here, the variables are arbitrarily 
separated and y is called the dependent and x the independent variable. 
It is to be noticed, however, that a function is not a causal relation 
even from this latter point of view. There is no discrimmation 
between the variables except for convenience, and one variable does 
not “ cause ” the other. Causal relations occur only between the 



30 


mTHEMATICAL ANALYSIS FOR ECONOMISTS 

quantities of actual plieiioinena and, when such a relation is inter- 
preted by a function, it merely happens that one view of the function 
is dominant and the other neglected. Every mathematical function 
can be regarded from either point of view ; every function has its 
inverse. 

The concept of a function is an extremely wide one. The follow- 
ing examples serve to show this and will, also, help us to classify 
functions in a convenient way for detailed consideration. 

Ex. 1. The variables x and y take any numerical values which are 
such that the value of y is double that of x. In symbols 

2x -y =0 

is the expression of this implicit function. The two explicit a>nd inverse 
functions are 

y = 2x and x = 

The range of variation of x and y consists of all real numbers. 

Ex. 2. The variable y depends on the variable a’, which can take any 
numerical value whatever, according to the algebraic processes indicated 
by the symbolic expression 

Here we have y as an explicit function of x and the range of variation of x 
consists of all real numbers. The implicit function from which it arises 
is expressible 

x^ + Bx -y - 2=^0, 

The inverse function is more difficult to derive, but it is seen that, to each 
given value of y, there corresponds either a pair of values of x or no value 
of X at all. Solving the above quadratic equation for a given value of y, 
we find (see 2.8 below) that 

a: = |(-3±V4?/ + 17). 

This gives x as an explicit function of y in which the range of values of y, 
for a real value of x, must be limited so that negative values numerically 
greater than 4| are excluded. 

Ex. 3. The variables a; and y take any values whose product is 3. In 
symbols, the implicit function is . 

xy = 3 

and the two explicit and inverse functions are 

- 3 , 3 

y=- and x~-- 

X y 

Again, the range of x or y consists of all real numbers. 
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Ex. 4. The variable 7 / is defined as the result of the process 

^ = 100(1*05)^ 

where the range of values of rr is taken as consisting of positive integers 
only. The inverse function can be expressed only in terms of logarithms 
(see 10.2). This is an example of a function of a discontinuous variable 
and it can be noticed that it expresses the amount £y that results when 
£100 is left for x years at 5% interest compounded yearl 3 ^ 

Ex. 5. The variables x and y are related by the equation 

an implicit function between x and y. The explicit functions are 
y=±Jl%~x^ and 

The range of values of x for a real value of y consists of all numbers not 
numerically greater fhan 4, and similarly for the range of y. Exce^)! 
when a: or 2 / is ±4, there are two values of y corresponding to each given 
value of x^ and conversely. 

Ex. 6. An implicit function between x and y is defined by 

x^ -{-y^ -Zxy = 

The two explicit functions here cannot be expressed in any direct 
algebraic way. This does not mean that the functions do not exist. 
Given any value of a:, a “ cubic ” equation determines the corresponding 
values of y and we know (see 2.8 below) that there is either one value or 
three values of y^ according to the value originally allotted to x» The 
dependence of y on a; is definite and so is that of x on y. 


Ex. 7. Corresponding values of x and y are defined by the table : 


0<x^S 


4< 


6<a;^7 

7 < .T 8 

8<aj ^15 

y~6 

2/=7 

y=S 

2/ = 9 

2/ = 10 

2/ = 11 

2/ = 12 


Here, ^ is a function of x and the range of x consists of all positive numbers 
not greater than 15. On the other hand, when x is considered as a function 
of y, the range of the latter is discontinuous and consists only of the 
positive integers between 6 and 12. This function expresses the inland 
postage, y pence, as dependent on the weight of a parcel, x pounds (see 
P.O. Guide, 1936). A function of this nature is called a step function. 

Ex. 8. The variable y is defined as the number of marks obtained by 
the candidate whose official number was x at the June Matriculation 
Examination of London University, 1936. Here, a table is necessary 
showing the numbers of all candidates with the number of marks obtained 
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entered against each ease. The range of x consists of those positive 
integers allotted as numbers to candidates who sat the examination, and 
the range of y consists of those positive integers corresponding to total 
marks obtained by at least one candidate. Both variables have discon- 
tinuous ranges. 

2.2 The graphs of functions. 

We have shown (1.8 above) how points in a plane can be located 
by means of numbers. Direct use can be made of this method in the 
graphing of functions. The practical process is described in text- 
books on algebra and we need give here only a general account and 
a few examples of the process. 

From the definition of a given function, a table of corresponding 
values of the two variables x and y can be constructed and made as 
detailed as we wish. It is usually a matter of giving definite values 
to one of the variables and solving the formula of the function for 
the corresponding value or values of the other variable in each case 
If the range of variation is continuous, there is no limit to the 
number of entries that can be inserted. 

Co-ordinate axes Ox and Oy are ruled on a sheet of graph paper 
(with, e.g., Ox horizontal and Oy vertical) and a definite scale 
of measurement is selected. Each pair of values from the table 
obtained from the function is plotted as a point on the graph paper. 
As more and more points are plotted, it is found, in the case of any 
ordinary function, that a freehand curve can be drawn through them. 
Either the collection of plotted points, or the freehand curve, is 
called a graph of the function. The following examples fully illus- 
trate the process. 

Ex. 1. y^x^-\-Zx-2. 

The following table of values of x and y is obtained from the formula 
of the function : 


X 

~4 -3 -2 

- 1 * 


0 

1 2 

y 

2 -2 -4 


-4 

-2 

2 8 


Plotting the corresponding points, it is seen that a U-shaped curve can 
be drawn through them (Fig. 4). Between the points where x equals - 2 
and -1, more detail is required than elsewhere and one intermediate 
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point has been plotted. It is found that the lowest point of the curve is 
at or very near to the point ( - 1^, -4J). The graph represents a curve 
known as the parabola (see 3.4 below). 

Ex. 2. xy — Z. ■ 

The graph of the function can be plotted from the table : 


X 

-4 

-3 

-2 

-1 

0 

1 

2 1 

3 

4 

y 

-i 

-1 

a 

~ 2 

~3 

? 

3 

3 

2 

1 

1 


It is seen (Fig. 5) that a smooth curve can be drawn through the set of 
plotted points, except that there is some doubt about its course when x 
is smaU. When x is actually zero, the formula of the function provides 




no corresponding value of y at all. It is found, however, that the value of 
y increases rapidly as x is given smaller and smaller positive values and 
decreases rapidly for smaller and smaller negative values. The graph of 
the function thus takes the form indicated ; it is a representation of a 
curve knowui as the rectangular hyperbola (see 3.5 below). 

Ex. 3. = 

The following table is derived for values of x from - 4 to + 4 : 


X 

-4 

-3 

-2 

-1 

0 

1 

2 ’ 

3 

4 

y 

0 

2*6 

3'5 

3*9 

4 

3*9 

3-5 

2*6 

0 


- 2*6 

1 

- 3*5 

~ 3*9 

-4 

- 3*9 

- 3'5 

- 2-6 



the values of y being taken to one decimal place. Outside the range 
shown, thbre exist no values of y at .all. At x = ±4 there is a single value 
c ' ■ m.a. 
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of y wliile at other Talues of a; there are two values of y. The graph of the 
function takes the form shown (Fig. 6) ; it is recognised as a circle of 
radius 4 units with centre at the origin of co-ordinates. 


Ex. 4. +y^ -Zxy^O, 

The table of corresponding values of x and ?/, from which a graph of the 
function can be drawn, now appears : 


X 

- 4*9 

- 3*9 

1 

- 2-8 

- 1-7 

0 

0*7 

1*3 

1*5 

„ L9 1 

2*9 

3*9 

y 

3*9 

2-9 

1-9 

0-9 

0 

1*3 

1*6 

1*5 

- 2*8 

~ 3*9 

-4.9 






0*15 

0*7 

0-9 











- 2*25 

- 2*4 





Here, in order to obtain the values of y corresponding to any given 
value of X, it is necessary to solve a cubic equation. The values above 




are correct to one decimal place and are obtained by a graphical 
method described later (see 2.8 below). The set of points plotted from 
the table can be joined by a smooth curve (Fig. 7) consisting of a “ loop '' 
and two tails The graph represents a curve, known as the Folium 
of Descartes, of a more unusual type than those obtained in the 
previous examples. 

Ex. 5. The step function defined by the table of 2.1 (Ex. 7) can be 
plotted in a similar way. No smooth curve can be drawn through the 
plotted points which can, in fact, be connected only by a set of seven 
disconnected lines parallel to the ir-axis (Fig. 8). This is a function which 
wiU later be described as discontinuous. 

A graph is clearly of great service in the consideration of the 
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properties of particular functions : it provides, at least, a visual repre- 
sentation of the related variation of the two variables. For example, 
the varying height of the curve shown on the graph (above or below 
the horizontal axis Ox) indicates the way in which y varies as x is 
changed in a definite way. The graph can also be used to replace 
numerical calculations, provided 
that approximate results suffice. 

In plotting the graph, only certain 
convenient (e.g. integral) values 
of the variables are used and, 
once this is done, corresponding 
values of the variables at inter- 
mediate positions can be read off 
approximately from the curve 
shown. This method of graphical 
interpolation” is used in the sol- 
ution of equations (see 2.8 below) and in many other connections.* 

The method of graphing we have described illustrates the relation 
between two variables connected by a given mathematical function. 
But the same method can be used when the variables represent 
physical or other quantities given by observed phenomena and when 
we know that no perfect ” functional relation can exist between 
them, either in the nature of things or because some suspected rela- 
tion is disturbed by random deviations or errors ”. Here we obtain 
what can be called a statistical ”, rather than a functional, graph. 

Two cases can be profitably distinguished. One of the observed 
quantities x may be ordered in space or time and so that a single 
value of the other observed quantity y corresponds to each value 
of X. We take x along the horizontal and y along the vertical axis 
and the graph shows a series of points proceeding from leftito right, 
varying height illustrating the variation of the observed y as the 
observed x varies according to its ordered progression. The graph 

* For example, the graph of y=:sjx can be plotted by giving x values 
which are perfect squares. The values of square roots such as s/2 or can 
then be obtained approximately as the heights of the graph corresponding to 
(e.g.) x = 2 or 3. Alternatively, the graph of y=x^ can be plotted, using 
integral values of a;, and the approximate values of (e.g.) s/2 and s/3 can then 
be read off the points on the axis Ox corresponding to heights of 2 and 3 on 
the graph. See Hogben, Mathematics for the Million (1936), p. 415. 
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may show, for exs&mple, the varying observed volhm© of a gas at 
constant temperature as the observed pressure increases over time. 
From this graph, we could see whether, apart, from errors and 
random deviations, a definite functional relation between volume 
and pressure can be reasonably assumed. Again, a graph can be 
used to show the. value of imports into the United Kingdom over a 
‘period of years, or the variation in some other statistical time 
series (see 10.4 below). In these cases, no functional relation (e.g. 
between imports and time) can exist and the graph is mainly 
descriptive. 

On the other hand, neither of the two observed quantities may 
possess a natural spatial or temporal order. We may have, for 
example, a series of observed values of the market price (jp) of a 
commodity and the corresponding market consumption {q). Such 
a correspondence can be obtained by taking a succession of yearly 
quotations of p and q (see Examples I, 30), Each pair of values of 
p and q can be plotted as a single point referred to two axes Op and 
0^ and the whole set of observations is then represented by a 
graphical cluster ’’ of points. Such a graph is called a scatter 
diagram ” and its uses, at least for purposes of illustration, are 
evident. It may be suspected, for instance, that there exists a 
definite relation between p, and q, a relation which is disturbed by 
errors and other deviations in the actual observations. The correct- 
ness of this supposition can be exammed and, if a relation is- found 
to exist, its nature can be discovered. 

2.3 Functions and curves. 

The graphical method of representing functions can be extended 
to establish a general connection between functions and curves. If 
we are given a functional relation between two variables x and y of 
continuous variation, then there is no limit to the number of entries 
that can be inserted in the table of corresponding values of the 
variables and, hence, no limit to the number of points that can be 
plotted in the plane Oxy, The function gives rise, therefore, to an 
indefinitely large number of points in the plane and only a few of 
them are shown in any actual graph. Just as the variables are 
related in an ordered way by the function, so the corresponding 
points must display a definite characteristic, i.e. must make up a 
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locus OT curve in the plane Oxy. Hence, to each given function relating 
variables x and y, there corresponds a set of points comprising a 
curve in the plane Oxy; the analytical property defined by the 
function is reflected in the geometrical property common to aU points 
on the curve. 

Conversely, a curve, as a geometrical concept, is a collection of 
points in a plane vdth a common characteristic. Fixing co-ordinate 
axes and attaching co-ordinates to each point of the plane, the 
property defining the curve can be translated into an analytical 
relation between x and y satisfied by 
aU points (x, y) on the curve, a 
relation which is called the equation 
of the curve. Consider, for example, 
a circle with radius 4 units and 
centre at a fixed point 0 of a plane, 
i.e, the curve consisting of all points 
distant 4 units from 0, Fix co- 
ordinate axes to pass through 0, let 
P with co-ordinates {x, y) be any 
point on the circle and drop per- 
pendiculars PM and PN to the axes Fio. 9. 

(Fig. 9). From Pythagoras’ Theorem 

OP^=OM^ +MP^ = 0M^ +ON^=x^ 

since OM =x units and ON —y xmits. But OP must equal 4 units for 
all positions of P on the circle. Hence, 

+ 2/2 = 16 

is the relation satisfied by aU points {x, y) on the given circle, i.e. the 
equation of the circle (cf. 2.2, Ex. 3, above). 

The correspondence between the functions of analysis and the 
curves of geometry is thus a perfect one. To each function relating 
variables x and y there corresponds a definite curve in the plane 
Oxy, and conversely. It is important to remember, however, that 
the uniqueness of the connection depends entirely on the fixing of 
co-ordinate axes in the plane. A given curve has different equations 
when different axes are selected. 

It is now clear that a graph of a given function is simply an actual 
representation on squared paper of the curve which corresponds to 
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the function. The function is an abstract concept relating two 
variables a? and y ; the curve is an equally abstract concept relating 
points in two-dimensional space. If the variables are continuous, 
there is an indefinitely large number of pairs of variable values and 
of points on the curve. A graph, on the other hand, consists of a 
finite collection of points selected arbitrarily from the indefinitely 
numerous set possible and designed to indicate clearly the shape 
of the curve. But the curve itself remains an abstract concept, 
of which the graph is only a visual, and more or less imperfect, 
representation. 

Finally, notice that a curve, as defined above, need not be 
‘^smooth” in the sense that it can be shown graphically as a 
continuous line without breaks or angles. Nor need the curve be 
described in any temporal way by a moving point. It is often 
convenient to think of a point moving along a curve, but this is 
only a device to facilitate exposition. A curve, like a function, is 
defined and considered as a whole, as a collection of points in a plane 
united by a common characteristic. 

2.4 Classification of fxmctions. 

We can now proceed to distinguish functions of different kinds 
according to the nature,, of their definitions or of their symbolic ex- 
pressions. It is necessary, for this purpose, to introduce a number 
of technical but very useful terms. 

A function is analytical if it can be expressed in symbols by means 
of a single formula connecting the variables, a formula which is the 
‘‘ general law ’’ behind the function. From the formula, as we have 
seen, values of one variable, corresponding to given values of the 
other, can be derived by carrying out the algebraic or other 
operations indicated. The first six examples of 2.1 give analytical 
functions ; the other two functions are not analytical. 

The next distinction is an extremely important one. Here, we 
regard functions as explicit, taking either 2 / as a function oi x or x as 
a function of y. Explicit functions can be divided into two classes, 
those which are single-valued and those which are multi-valued. A 
function such that one and only one value of y corresponds to each 
given value of x is said to define y as a single-valued function of x, 
A function for which this is not true defines y as a multi-valued 
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function of x, and we have double-valued, triple-valued and higher 
valued functions. The inverse function, x as a function of j/, can be 
considered in the same way. 

The functions of the first four examples of 2.1, as well as those of 
the last two examples, all give ^ as a single-valued function of 
In the fifth example, y is a double-valued function, and in the sixth 
example t/ is a triple-valued function of a;. On the other hand, only 
in the first, third and fourth examples is a; a single-valued function 
ofy. This introduces a very important point ; the inverse of a single- 
valued function is not necessarily itself a single-valued function. This 
is clear from the inspection of even such a simple function as that of 
the second example of 2.1. 

In graphical terms, if y is a single-valued function of x, then the 
curve corresponding to the function is cut by any line parallel to Oy 
in only a single point. But, if y is multi-valued, then the curve can 
be cut by such Imes in two or more points. In the same way, a? is a 
single-valued (or multi-valued) function of y if the curve is cut by 
lines parallel to Ox in only a single point (or in several points). There 
is no necessary connection between these two ways of finding the 
intersections of a line and the curve ; a given curve can be out by a 
line parallel to one axis in only a single point while lines parallel to 
the other axis cut it in two or more points. The single-valued 
property does not necessarily apply to both the inverse explicit 
functions. 

One reason for the importance of single-valued functions is clear. 
When y is a single-valued function of x, we can take the function 
as described by values of x which increase steadily in value ; tTie 
independent variable can then be completely ignored and attention 
concentrated upon the variation in y. The value of y may be found 
to increase, to decrease, to have alternating increasing and decreasing 

stretches ” or to vary in a more or less erratic way. Graphically, 
we takejr along the horizontal axis and describe, the curve from left 
to right. The varying height of the curve above or below the hori- 
zontal shows the variation of y, and we can see when the curve rises 
{y increasing) and when it falls {y decreasing). 

The last remarks lead to the definition of a particularly useful 
sub-class of single-valued functions. If y is a single-valued function 
of a continuous variable x, and if y increases in value as x increases. 
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then y is called an increasing function of x: Similarly, if the value 
of 2 / decreases as x increases, we have a decreasing function of x. The 
class of increasing and decreasing functions, taken together, com- 
prise what are called monotonic functions. The graph of a monotonic 
function of x^ the axis Ox being taken as horizontal, either rises or 
falls without interruption from left to right, rising for an increasing 
function and falling for a decreasing function. 

Subject to minor qualifications concerning the continuity ” of the 
function (4.6 below), a significant property of a monotonic function 
can be established. The inverse of a single-valued and monotonic 
function is also single-valued and monotonic in the same sense as the 
original function. For example, if y is a single-valued increasing 
function of x^ it follows that only one value of x can correspond to 
each value of y and that this value must increase as y increases. 
This is quite clear graphically, since the curve representmg y as a 
single-valued increasing function of x (axis Ox horizontal) rises 
throughout from left to right and so the distance of the curve from 
the vertical axis increases as we proceed upwards. It is thus only 
in the case of monotonic functions that we can always say that both 
inverse functions are single-valued. 

The first and third examples of 2.1 show functions which are 
monotonic, the first being an increasing function and the other a 
decreasing function. In each case, what is true of y as a function 
of X is also true of a; as a function of y. The second example of 2.1 
provides a case of a single-valued function which is not monotonic. 
Ab X increases from large negative values up to a; = ~f, the value of 
* y decreases, whereas y increases as x is increased beyond a; = - 1 . 
The graph falls and then rises. The inverse function, x as a function 
of y, is not single-valued, but double-valued, here. 

Eeturning to the case of multi-valued functions, it is sometimes 
possible to divide such a function into two or more branches 
each branch being a single- valued function. The corresponding 
curve is also divided into two or more distinct sections, each cut by 
lines parallel to the appropriate axis in only a single point. The 
function of the fifth example of 2.1 is a case in point. The explicit 
expression, giving y as a double-valued function of x, is 


y= 
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wMch can be divided into two single-valued functions, 

and y=: 

The corresponding curve, a circle, is likewise divided into two single- 
valued sections, one above the axis Ox and the other below. In the 
same way, the second example of 2.1 gives rr as a double-valued 
function of y divisible into the two branches 

ic = |(V4y +17 -- 3) and = - 1( \/4?/ + 17 + 3) . 

The corresponding curve, a parabola, is divided into two sections by 
a line parallel to Oy at a; = - f , each section being cut in only a single 
point by lines parallel to Ox (see Fig. 4). The first branch of this 
function is an increasing function of y, the corresponding section of 
the curve rising from left to right ; the second branch is a decreasing 
function of y and this section of the curve falls from left to right. 
Such divisions of multi-valued functions into single-valued branches 
are clearly very useful. 

Finally, it can be noticed that some functions can be described as 
symmetrical. Symmetry can be defined in various ways, of which 
the following is perhaps the most important. An imphcit function 
relating variables x and y is said to be symmetrical in x and y if an 
interchange of these variables leaves the function unaltered m form. 
This implies that y as an explicit function of a; is of exactly the same 
form as x as an explicit function of y. The function = 3 is sym- 

3 3 

metrical on this definition and the inverse functions, y=- and x=-^ 

are seen to be of identical form. Graphically, such a symmetrical 
function is represented by a curve symmetrical about lines bisecting 
the angles between the axes. The part of the curve on one side of the 
line is the reflection in the line of the part of the curve on the other 
side. The graph of r^ = 3 illustrates this fact (see Fig. 5). 

2.5 Function types. 

So far we have considered only a number of particular functions 
such as appear in the simplest operations of algebra. Our next task 
is to group functions into types and to devise a symbolic notation 
to include all functions of one type in a single formula. The grouping 
of functions into types proceeds by means of the notion of analytical 
“ form This notion, which must be ‘‘ sensed ” rather than defined, 
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is essential to the extension of the processes of algebra into the more 
powerful methods of analysis, and its nature is indicated most easily 
by giving concrete examples. 

The explicit function y—2x is clearly but one example of a wide 
range of functions of the same form Other examples are 

y=z--^x; y~5x+2; y=x-Z and 2/ = 1-20;. 

All such functions can be included in the single formula 

y=iax +6, 

where a and b denote any definite numbers, positive, negative or zero. 
The function type, represented by this ''portmanteau’' formula, 
is described as an explicit linear function of x,^ In the same way, 
we can define re as a linear function of y. Further, putting the Imear 
function into implicit form, we can write 

' ax -\-hy — 

where a^ b and c stand for any three numbers whatever. Tlie implicit 
linear function gives rise to two explicit linear functions : 

the coefficients of which are expressed in terms of the three coeffi- 
cients of the original implicit function. f 
As a second example, we see that the explicit function 

y z=zx^ +3x -2 

is one example of the function type, called the explicit quadratic 
function, which can be symbolised 

yzrzax^ -hbx -\-c, 

where a, b and c denote any definite numbers. In the same way, we 
can have x as an explicit quadratic function of y. Putting either of 
these functions into implicit form, it appears as a " polynomial ” 
expression, containing no powers or products of the variables of 

The term “ linear ” is used since, as we see later, such a function is repre- 
sented graphically by a straight line. 

t The cases where a or b equals zero are a little troublesome (sec 3.3 below) 
but need not delay us here. Further, it may seem odd that there are three 
coefficients in the implicit form and only two in the explicit form. This is, 
however, only a matter of convenience (see 3.7 below). 
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higher degree than the second, equated to zero. Other implicit 
functions are also of this form. The function type xy=a, of which 
xy = Z is one case, and the function type ax^-\-by^=c^ of which 
qg jg instance, are examples. We derive, therefore, a 
wider function t5rpe, symboHsed by the formula 

ax^ +2hxy -\-by^ +2gx +2fy +c = 0, 

which can be called the implicit quadratic function relating the 
variables x and y. This includes, for certain values of the coeffi- 
cients a, b, c, f, g and A, the explicit quadratic function and also 
many others. The grouping of functions into types is not necessarily 
unique ; there are several overlapping types possible according to 
the particular point of view adopted. 

The number of different function types that can be distinguished 
is indefinitely large. Amongst algebraic ’’ functions, we can go 
on to separate cubic ” functions of exphcit and implicit form, 
“ quartic ’’ functions, and so on. There are also numerous functions 
of forms we have not yet introduced and some of these types will 
be considered at a later stage. The exponential, logarithmic and 
trigonometric functions are notable instances. 

The grouping of functions into types, largely a matter of con- 
venience, is characterised by the use of symbohc letters other than 
those standing for the variables themselves. The famihar algebraic 
device of representing unspecified numbers by letters has been signi- 
ficantly extended and, before proceeding, it is essential to get some 
idea of this extension. The symbolic letters, such as a, b and c in the 
above formulae, must be “ variable ” since they stand for unspeci- 
fied numbers, but there must be some difference between them and 
the original variables x and y. This difference, on which the whole 
grouping of functions into types depends, must be made clear. 

To fix ideas, consider the quadratic function type which we can 
write Two points of view can be adopted.. From 

the first point of view, we investigate the relation between the vari- 
ables X and y and the numbers a, b and c must be taken as fixed, as 
having the same numerical values whatever they may be. From 
the other point of view, the function is treated as a whole and the 
type includes a whole set of particular functions united by the 
common property of being quadratic The formula, in fact, 
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represents fanction of quadratic form. Here, and y cease to 
be of importance and the whole function is made to vary by changing 
the values of a, b and c. These latter numbers are fixed within one 
function of the quadratic type but variable from one quadratic 
function to another. 

Hence, the characteristic of letters such as a, b and c is that they 
lead double lives ; they are variable constants To suggest this 
double use, we describe such symbolic letters as parametric constants 
and one of two shorter terms can then be used according to the point 

of view. When attentioii is directed to the relation between the 

variables of the function, the symbols denote fixed numbers and can 
be termed constants. When the important thing is the variation of 
the function as a whole, the variables of the function fading out of 
the picture, we describe the symbols as parameters,^ 

We have tried to show how the functional notation is made 
more general and flexible by the use of parametric constants. The 
quadratic function type, for example, becomes a particular function 
once numerical values are allotted to the parameters. But, taking a 
more general view, we can attempt to derive properties, not of one 
quadratic function, but of all quadratic functions. Or we may know 
that some quadratic function satisfies a given condition and then 
proceed to determine the values of the parameters for which the 
condition hold^. This, for example, is the idea behind the fitting of 
a parabolic trend ” to a statistical time-series. 

A simple algebraic instance can be quoted. It is required to find 
the height of an open box of square base of side 4 inches so that the 
surface area is 48 square inches. If the height is x inches, the surface 
area (y square inches) is a function of a: : 

yz=16(a; + l). 

Putting 2/ = 48, the value of x is found to be 2 inches. This problem 
can be generalised and solved for all cases by the use of parameters. 
If y square inches is the surface area of a box of square base of 
given side a inches and of variable height x inches, then 

y—a'^+4cax and- = 

^ 4a ^ 

* The; term parameter comes from Trocpafxerpeo} wliicli means “ to compare ” 
or “to measure one thing by another 
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TMs is a functional relation between x and y. If the surface area is 
loiown to be 6 square inches, then 

b-aK , 
x = — — inches. 

4a 

We have solved aM problems of this type, and the solution of any 
particular problem is derived by allotting the parameters a and 6 
the appropriate numerical values. 

Finally, the use of parameters is carried over into the mathe- 
matical sciences, as is seen, for example, by the parametric role of 
market prices in economic theory . A jSrm (under conditions of “ pure 
competition ”) must take as given the market prices that happen to 
exist and we can assume its output is known for each given price 
system. In combining the output decisions of all jfirms, we treat the 
price system as variable and attempt to discover a set of prices con- 
sistent with equilibrium (however the latter is defined). Prices are 
parametric constants, constant in the examination of the decision 
of a single firm, parameters when we combine the separate decisions 
of a whole group of firms. 

2.6 The symbolic representation of functions of any form. 

A further generalisation of the functional notation now takes us 
outside the limited field of algebra, to which we have been confined so 
far, into the wider territor ies of modern analysis. The idea involved 
is simple. Just as a sy mboLis introduced in algebra to stand for 
any unspecified number, so now a symbol is introduced to stand 
fqr any function, in algebra, we deal with the properties of functions 
of particular types ; with the new notation, mathematical analysis 
goes far beyond this and introduces more powerful processes, such 
as those of the calculus, to deal with functions of any kind whatever. 
The development of mathematics, here as elsewhere, is dependent on 
the development of its notation. 

An implicit function relating two variables x and y can be repre- 
sented, whatever its form may be, by the notation 

f{x, t/)=0. 

This is certainly appropriate for any analytical function, the sym- 
bolic /(x, y) standing for some expression involving x and y. To 
obtain, from the general notation, a particular function, we need 
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only specify tlie exact form off{x, y) ; for example, if we tokefix, y) 
as '2x-y, x'^ - 16 or x^ ’^y^ - 3a;y, we obtain a particular function 

2 / = 2x, x^+y^ = l6 or +i/® - 3x2/ = 0. The notation can also be 
applied, without confusion, to include even non-analytical functions. 

Again, if y is an explicit function of x of any form whatever, we 
can denote it by the notation 

y==f{x). 

This notation is clearly applicable to the case of a function which is 
single-valued and analytical.* In such a function, y is defined as 
equal to the value of a certain expression involving x^ and /(a;) can 
be taken as a convenient way of representing this expression in x^ 
no matter what its form may be. To derive a particular function, 
we supply a definite form for f{x ) ; if we take (e.g.) f{x) as 2x^ 

3 

x^ -\-Zx-2 OT - , we obtain three well-known single-valued functions. 

0(j 

The notation can also be extended to apply to functions which are 
not single-valued or even analytical ; in its broadest use, y=^f{x) 
signifies only that we are taking y as some function of x. Notice that, 
in this notation, we need not refer to the variable y at all ; we can 
say that /(a;) is a function of x. For example, we -often describe 
{x^ -h 3a; - 2) as a function of x. This is a matter of convenience only ; 
a function always relates the values of two variables whether we 
care to suppress reference to one of them or not. 

Since the importance of a good notation, both general and flexible, 
is evident, we can insert here a number of remarks on the symbolism 
of mathematical analysis. Letters are used to denote both variables 
and parameters, and, in order to distinguish one from the other, it 
is usual to reserve the later letters of the alphabet for variables and 
the earlier and middle letters for parametric constants. The letters 
Xy y, u, V and t are most frequently used for variables, and, if these 
do not suffice, the Greek letters f, rj and ^ are called into service. 
When parametric constants are regarded primarily as constants, 

An alternative, and in some ways a superior, notation is occasionally used. 
Instead of writing y=f{x) to denote the single-valued function, we write 
y ^y(x). This economises letters and enables us to write the dependent 
variable by the single letter y when the dependence on x is not stressed, and 
by the same letter with x in brackets when the dependence on x becomes 
important. For an actual use of the notation in economics, see Frisch, 
New Methods of Measuring Marginal Utility (1932). 
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tlie letters a, b, c, , or the corresponding Greek a, y, ... , are 
conventionally used. When the parametric property is the more 
important, it is often useful to take k, Z, m, n, p, q and r, 
or K, A, ft, V and p, to denote the parameters. These remarks 
serve only as general guides ; the context should be sufficient, in 
any particular case, to make clear the nature of the symbols used. 

The letters denoting functions are of different nature from the 
variable or parametric letters; they do not denote anything to 
which numerical values can be allotted but stand for the complex 
notion of the form of a function. It is usual to reserve the letters 
/ and g, and the Greek <f> and together with the corresponding 
capitals, for the denotation of functions. It is also possible, for 
greater variety, to add suffixes to the functional letter, /i, /g, /s, ... 
arid ••• b^ing examples. 

It is, of course, essential to denote different variables, parameters 
or functions by different letters. For example, if we wish to say that 
any implicit function gives rise to two explicit and inverse functions, 
we must symbolise somewhat as foUows. From the given implicit 
function f{x, y) ~ 0, we derive the two functions y = ^ [x) and x=^\p (y) 
which are inverse to each other. 

Functions refer to operations performed on variables, and it is 
thus necessary to denote a function, not only with its operational 
or functional letter, but also with an indication of the variable or 
variables to which the operation applies. The notation f{x) for an 
explicit function makes this clear, the letter / being the functional 
letter and the letter x in brackets denoting the variable to which 
the operation applies. Other operations, such as those of derivation 
and integration, wiU appear later and will be denoted by further 
symbolic devices of the same kind. 

One more notational device remains for consideration, i.e. the 
method of introducing particular values of the variables into a 
general function. Suppose y =f{x) is some explicit function in which 
we give, to the variable a?, definite numerical values such as 
x~0y x=l, x = l. The corresponding values of y are then written 
/(O), /(I), /(I). Further, we can allot values to x which are fixed 
but not specified. Such values of x can be denoted by a, 6, c, . , or 
by the letter x with suffixes or primes added : 

a?!, iTg, ajg, ... or x\ x'\ x'", .... 
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,The valpe of 2/ when x is given the fixed value (e.g.) a or written 
/(a) or /(Xi), These fixed, but unspecified, values of the independent 
variable are, of course, instances of parametric constants. To illus- 
trate with a particular function, if 

then /(O) = (0)^ + 3 (0) -- 2 = - 2 ; /(i) = (1)^ -h 3 ( I ) ^ 2 = - i, 

/(i) = (l)^ 4-3(1 ) -2=2; and so on. 

Further, f(a)=a^ + 3a-2. 

Again, i£f(x, y}=0 is an implicit function, then /(a, y) = 0 indicates 
an equation to be solved for the values of y corresponding to :r = a, 
and/(:r, 6) =0 an equation giving the values of x corresponding to 
y=b. Specific numbers can, of course, be substituted for a or b. 

As an example in the use of the functional notation, consider the 
following operations of whibh much use will be made later. If a 
and {a +h) are two particular values of a variable x, where a and h 
are any positive or negative values, then f(a) and f{a ~hh) are the 
corresponding values of a. function /(a;). The change (or increment) 
in the value of the function corresponding to the given change in a; is 

f{a +h)-f{a). 

The change in the function per unit change in x is then 

f{a 4-/0 -f{a) 

h 

and this is defined as the average rate of change oi the function when 
a; changes from a to {a+h). The actual changes shown in x and 
f{x) can be positive or negative according as they are increases or 
decreases. 

2.7. The diagrammatic method. 

We have seen that a definite curve referred to selected axes in a 
plane corresponds to each particular function we care to define, and 
conversely. Further, when we are dealing with definite functions 
and curves, the graphical method, in which the graph of a function 
or curve is plotted on squared paper, is of great service. But it 
is easily seen that the connection between functions and curves 
remains of the greatest importance when we pass from particular 
functions to function types. It is reasonable to suppose, and it is in 
fact true, that the curves corresponding to a set of functions of the 


FUN’CTIONS : DIAGRAMMATIC REPRESENTATION 49 

same type form a class of the same general nature. To a function 
type there corresponds a curve class, and properties common to 
all functions of the type are paralleled by properties common to all 
curves of the class. This correspondence is investigated in* the branch 
of mathematics known as analytical geometry ^ where we consider 
what function types correspond to particular curve classes and what 
analytical properties of the functions reflect various geometrical 
properties of the curves. Some account of analytical geometry will 
be given in the following chapter. 

The function-curve correspondence would appear to be useless, 
however, when we come to arbitrary ” functions of unspecified 
form. All that can correspond to an arbitrary function is an arbi- 
trary curve, and neither graphical methods nor analytical geometry 
avail. But it always happens, in our analysis, that functions, 
though otherwise arbitrary, are limited by certain general properties. 
It may be, for example, that a function is limited by the conditions 
that it is single-valued, positive and decreasing, or that it decreases 
up to a certain point and then increases. The curve which corre- 
sponds to the function, though still largely arbitrary in position, 
now displays sufficient properties to make the drawing of an illus- 
trative diagram worth while. In the first of the above instances, 
the diagram would show a curve lying completely above the hori- 
zontal axis and falling steadily from left to right. 

It is here that the diagrammatic method of fllustrating analytical 
arguments becomes important. The least service diagrams can 
perform is to illustrate and check our analytical development. It is 
possible, in some cases where the properties of our functions are very 
definite, to make more positive use of diagrams by employing them 
in conjunction with simple geometrical arguments. But we must be 
careful to avoid mistaking casual properties of the curves m our 
diagrams for essential general ones, and to prevent ourselves accept- 
ing apparently self-evident results without formal proof. 

It is to be noticed that one curve serves to represent a given 
function, whether the latter is expressed in implicit form or in either 
of the inverse explicit forms. We need examine the shape of only 
one curve to illustrate properties of a functional relation between 
X and y, of y as a function of x and of a; as a function of y. To see, 
for example, how many values of y correspond to a given value of x, 

D M.A. 
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and conversely, we look for the number of points of intersection of 
the curve and lines parallel to the axes. The use of the diagram- 
matic method on these lines is illustrated in 2.4 above. 

A minor difficulty in the use of diagrams concerns the fact that 
we can fix the co-ordinate axes in two different ways, even when we 
adopt the established convention of drawing one axis liorizontaL 
A given curve may look quite different when one variable is measured 
along the horizontal axis than it does when the other variable is so 
measured. Since it is important to be able to recognise the same 
curve however the diagram is drawn, we can indicate here a way in 
which a curve shifts when the axes are transposed. Fig. 10 shows 



the curve corresponding to a given function relating x and y, firstly 
when Ox is horizontal and secondly when Oy is horizontal. The two 
positions of the curve are such that one position is the reflection ” 
of the other in the bisector of the angle between the axes, i.e. in the 
broken line shown in the figure. Hence, if we start with the curve 
ha the first position and rotate the plane containing it through 180^ 
about the bisector indicated, the new position taken up by the curve 
is the position with axes interchanged. 

2.8 The solution of equations in one variable. 

As an exercise in the use of analytical methods supported by 
graphs or diagrams, we can consider here the important question of 
the solution of equations, to which many mathematical problems, 
reduce. An equation in a single variable x can be written, in general,, 
as /(a;) =0, where /(ir) denotes some given expression or function of x,. 
Our problem, in solving the equation, is to find the value or values', 
of X which make the value of f{x) equal to zero. 
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The simplest type of equation in one variable occurs when f{x) is 
a polynomial, i.e. the algebraic sum of terms wliich involve only 
various powers of x, and such equations can be classed according to 
their degree, as determined by the highest power of x involved. 
There are linear equations (of the first degree), quadratic equations 
(of the second degree), cubic equations and so on. A solution of such 
an equation, a value of x which makes the polynomial zero, is 
usually called a root of the equation. The process of finding roots 
of polynomial equations, at least in simple cases, is fully described 
in text-books on algebra. 

The general linear equation is air +6 = 0 and this has one root, 
6 

ir = - - , in all cases. The general quadratic equation is 
a 

aa:^ +6ir +c=0, 

of which the solution is known to be 

-6 ±slb^-4,ac 

X — . 

2a 

It follows that there are two real roots if 6^> 4ac, and no real root 
if 62 <4ac. If 62=4ac, then the two real roots coincide and there is 
only one value of x satisfying the equation, which reduces, in this 
case, to a perfect square equated to zero. The formula provides the 
roots indicated in the following examples of quadratic equations : 
2a:2-a:-l=0, and x = l, 

a;2-3rr+l=0, a; = |(3+*yfi) and ir = J(3~^/5), 

+a; + 1 = 0, no real roots. 

In the first example, the roots can also be found by a simple process 
of factorising the quadratic expression. 

Cubic and higher degree equations present much more difficulty. 
It is occasionally possible to solve such an equation by factorisation, 
as in the case of the cubic equation 

x^ — 2x^ — 2x +1=0. 

By trial and error we see that x = - I satisfies the equation. So one 
root is -1 and (a;+l) must be a factor of the cubic expression. 
Taking out this factor, the equation becomes 
(a: +l)(a:2 +1)=0. 

The other roots of the cubic are thus those of the quadratic 
I x^ -3x +1=0, 
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TEe complete solution of the cubic then gives three roots, 
x:=-l, and = 

In general, however, analytical methods of solving cubic and 
higher degree equations are difficult to devise and will not be con- 
sidered here. Instead we can indicate a graphical method of solving, 
not only a polynomial, but also any^given equation. By its nature, 
the method can only produce approximMe results, the approxi- 
mation being closer the more accurately the graphs are drawn. The 
following examples suffice to illustrate the method. 

Ex. 1. -2x + l=0. 


The graph of the function -2x^ -~2x + 1 is constructed as shown 
in Fig. 11, where (for convenience) different scales for x and y are adopted. 



11* Fig. 12. 


The roots of the equation are those values of x which make y zero, and so 
must be obtained from the points where the curvi of the graph cuts Ox, In 
this case, it is seen that the plotted curve cuts Ox in three points and the 
approximate values of the three roots are read off as 
-1, a:==0*4 and a; = 2*6. 

These are the values, to one decimal place, of the exact roots already 
found. 

Ex. 2. x^~3x-S==0, 

Fig. 12 shows the graph of the function y^x^-Sx-3, and the curve 
plotted is seen to cut Ox in one point only where the value of is a little 
greater than 2. The cubic equation has thus only one root which is 
approximately equal to 2.1. 
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Ex. 3. A graphical method slightly different from that of the previous 
examples can also be used. Taking the cubic equation of the last example, 
we can write it in the form 

Fig. 13 shows the graphs of the two fimctions y—oi? and y = 3a; + 3, plotted 
on the same graph paper and using the same scales. The first function 
gives a well-known curve and the second a straight line. At any point 
where the curves intersect, the 
values of y are equal, i.e. the corre- 
sponding value of X satisfies the 
given cubic equation. Fig. 13 
shows that there is only one point 
of intersection and that the only 
root of the equation is approxi- 
mately 2*1 {as before). 

Hence, to solve any given 
equation /(a?) =0 approximately, 
we need only plot the graph of 
yz=f(x) and determine where it 
outs the axis Ox, Or, we can 
split the equation so that it appears in the form (f>{x) = ils{x), and 
then find the a:-co-ordinates of the points where the graphs of 
yz=i(ji {x) and y = i{j{x) intersect. In either of these ways two things 
are determined, the number of the roots of the equation and the 
approximate value of each root.* 

Notice that the first piece of information is often of use quite apart 
from the second. If this is all we require, the graphical method can 
be generalised into a diagrammatic method of determining the 
number of roots possessed by an equation of given* type. For 
example, any cubic equation can be written in the form 

x^=ax^ +bx +c, 

.where a, b and c are constants. The curve y=x^ has been plotted in 
Fig. 13. The quadratic function y^ax^ ^bx+c {a is represented 
by a U-shaped curve (known as the parabola, see 3.4 below), which 

* Various numerical methods of improving upon the approximate roots 
obtained graphically have been devised* The best known is that of Homer ; 
see Burnside and Panton, .T/ie Theory of Equations^ Vol. I (8th Ed., 1918), 
pp. 225 et seq. 
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cuts the first curve either in one point or in three points.*** The cubic 
equation, therefore, has sometimes one real root and sometimes three 
real roots according to the values of the coefficients. 


2.9 Simultaneous equations in two variables. 

From a single equation in one variable, we pass now to the next 
simplest case where two equations are given connecting two variables 
X and y. In general, the equations can be written 
fi 2/) = and /a {x, y) = 0, 

where /i and/g denote two given functional expressions. Such simul- 
taneous equations are said to be solved when we have determined 
a pair, or a number of pairs, of values of x and y satisfying both 
equations. The simplest analytical device of solving simultaneous 
equations is to obtain, from one equation, an expression for one 
variable y in terms of the other variable and to substitute this 
expression into the second equation. The result is an equation in 
X only, which can be solved in the ways already indicated. The 
following examples illustrate the method. 


Ex. 1. x+y-Z-Q and a;-32/ + l=0. 

From the first equation, we obtain y == 3 - a;, and, on substituting in 
the second equation, we find that x~2. The corresponding value of 
y=3-a; = l. The simultaneous equations have the unique solution 
a; =2 and y = 1. 

The result can be generafised. The general pair of simultaneous linear 
equations 

a^a^ + ^iy +Ci = 0 and a^X'^b^y +0^—0 
has a unique solution : 


h-^c^ 


c,a 

— ^ - and y 


' 1^2 


” CnCh't 


'2r i 


Ex. 2. 2a;+y “1=0 and a;^-fy3~3a:;y = 0. 

The first equation is linear and gives y = 1 - 2ic. Substituting into the 
second equation and simplifying, we obtain 


+ 9a; - 1 =0. 

This cubic equation is found, by graphical methods, to have three roots 
which are approximately equal to 

a; =0-2, a; =045 and a; = L8. 


* A siimlar result holds when a = 0. Here the second curve is a straight line 
representing y=bx+c, which again cuts the first curve in one or in three 
points. (Cf. Fig, 13.) 
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The corresponding values of y, from ^ = 1 - 2a:, are 

j/=0*6, and ?/= -2*6. 

There are, therefore, three solutions of the given simultaneous equations. 

A direct graphical method can be used to give the approximate 
solution of any specified pair of simultaneous equations, f^{x, =0 

and /a {x^y) = 0. We plot the graph of each of these implicit functions, 
using the same pair of axes Ox and Oy and the same scales in each 
case. At any point of intersection of the curves of the graph, the 
co-ordinates give values of x and y satisf 3 dng both the equations, 
i.e. give a solution of the simultaneous 
equations. The graph thus tells us 
how many solutions there are and 
gives us approximate values of x and y 
for each solution. 

To illustrate the graphical method, the 
equations of Ex. 2 above can be used. 

Fig. 14 shows the graphs of the implicit 
functions 

2x+y -l—O and + 2 /^ = 0. 

The first curve is a straight hne and the 
second a looped curve which has been 
plotted already (in 2.2 above). There 
are three points of intersection, P^, 
and Pz, which provide, by reading off 
the co-ordinates, the three pairs of values 
of X and y given above. 

If the simultaneous equations are not given in specified form, then 
the graphical method breaks down. But a diagram can stiU be 
drawn, in many cases, to indicate the number of solutions, but not 
their numerical values. For example, the solution of any linear 
equation ax-\'by+c = Q and the equation -^y^ -Zxy=0 can be 
indicated by the points of intersection of some straight line (repre- 
senting ax -\-by +c = 0, as shown in 3.3 below) and the looped curve 
of Fig. 14. There is either a single solution, or three solutions, of the 
simultaneous equations according to the values of .a, b and c and the 
position of the straight line. 

It appears that, in general, two equations in two variables x and y 



Fig. 14. 


56 : m ANALYSIS FOR ECONOMISTS 

provide a ''determinate^’ solution, i.e. there is only a definite 
number of pairs of values of x and y satisfying the equations. This 
is a question which wiU be taken up at a later stage (see 11.6 below). 
We can, however, consider here one objection to the method of solv- 
ing equations as applied (e.g.) in economic theory. It is said that 
a " circular ” argument is involved when we write two equations in 
two variables x and y ; the first equation gives y as a function of x, 
the second a: as a function of y and these are inconsistent. This is an 
argument that has no justification. 

If no relation connects the variables x and y, then each can take 
any value independently of the other and, if they have continuous 
ranges, we have a " doubly infinite ” set of values of the pair {x, y). 
If one relation is known to exist between x and y, then the number 
of possible pairs (x, y) is much restricted. There is still an indefin- 
itely large number of such pairs but the range is only " singly 
infinite Finally, if another relation is known and added to the 
first, the possibilities are still further restricted and, except in odd 
cases, there is only one or a finite number of possible pairs {x, y). 
In this case, x and y are said to be determined. In diagrammatic 
terms, a pair of values of x and y is represented by a point P in a 
plane. If no relation between x and y is given, P can move at will 
over the plane. If one relation exists between x and y, then P can 
move only in a restricted way, i.e. along the curve representing the 
relation. If two relations between x and y are given, the possible 
positions of P are confined to the points of intersection of two curves 
and they are, in general, only of finite number. 

To take a concrete " applied ” example : if the output x of an 
industry is known to be related to the price ^ of the commodity by 
a demand relation (giving the amounts the market would take at 
various prices), then the possible values of x and p are limited but 
stiU indefinitely large in number. But, if we also know that the out- 
put is related to the price by a supply relation (giving the amounts 
the industry would offer at various prices), the values of x and p are 
much more limited and there is, in general, only one or a few pairs 
of values possible. Here we say that output and price are deter- 
mined. The two relations of demand and supply are independent 
of each other, and neither alone determines both output and price. 
There is no circular argument. 


FUNCTIONS : DIAGRAMMATIC REPRESENTATION.,: ' 57 


EXAMPLES n 


Ftinctions and graphs 


1 . A railway ticket is in the form of a rectangle ABGD with sides AB =2 

inches and BG =3 inches. The comer D is clipped off by cutting along the 
line EFy where E lies on CD and F on AD so that CE = Denoting CE 

by X inches, find the area of the clipped ticket as a function of x and represent 
it graphically. 

2 . A variable point P is taken on a semicircle drawn on the diameter 

AB =4 inches. FN is perpendicular to AB and N is x inches along AB from A. 
Eind the length of PN in terms of x. Deduce the area of the triangle APN as 
a function of x, and plot a graph of the function for 0 :^ 4 . 

3 . A beam has a rectangular cross-section of sides a; and {ir + 2 ) feet and 
its length is y feet. Find y as a function of a; if the volume of the beam is 
100 cubic feet, and represent graphically. 


4 . The appended table shows a simple way of obtain- 
ing values of the quadratic function -2a; + 1. 

Extend the table to give the values of the function for 
integral and half-integral values of x from - 3 to + 3 , 
and plot a graph of the function. Find an explicit ex- 
pression for a; as a function of y and deduce that two 
values of x correspond to each value of > J. Examine 
the cases where 2/ < i* 


X 

1 ^ 

: :2 

■ 2.^’2 

1 , 2 

8 

-2a; 

1-2 

-4 

+ 1. 

1 

1 

y 

1 

5 


5 . Plot a graph of the function y = 5x'-2x^. Show that y has a greatest 
but no least value. Locate the greatest value as accurately as you can from 
the graph. Between what values of a; is y positive ? 


6. Graph y =%x- l -\ — for positive values of x, and show how the graph 

^ ■ 1 ' ^ ■ ■ 

can be obtained by the addition of those of y= 2 a; - 1 and y . Establish 

that y is always positive. ^ 

2^/ ■ 

7 . Plot a graph of y ~ for positive values of a?, and show how the 

■ . X“ "I- i . 

graph for negative values of x can be deduced. What are the greatest and 
least values of y ? Explain what happens to the value of y as x is increased 
indefinitely. 

8. A single man earns £x a year. His taxable income, obtained by 
deducting one-fifth of the total income plus his personal allowance of £100, 
is taxed at 4 s. 6d. in the £, except that the first £175 is taxed at only half the 
full rate. If the tax is equivalent to y shillings in the £ of original income, 
show graphically the variation of y for incomes between £100 and £1000. 

New regulations are introduced whereby the first £135 of taxable income 
is taxed at one-third of the standard rate and the rest at the full rate. Plot a 
new graph (on similar lines) and compare the new values of y with the old 
values. 


9 . Find the function inverse to y and show that it is single-valued. 

.r “ 1 

Represent graphically, and give some account of the behaviour of the graph 
in the neighbourhood of £C = 1 and of y =2. 


10 . A chord of a circle of radius 3 inches has length x inches and is distant 
y inches from the centre. Find a relation between x and y. Express y as an 
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explicit function of x and x as an explicit function of 2 /* Are these functions 
single-valued or not 7 

11. Obtain an explicit expression for the function inverse to 2 / =«; + -- and 

show that it is not single-valued. ^ 

12. By selecting a sufficiently large number of values of x and finding the 
corresponding values of 2 /, indicate that the function p = Sx^ -hSx^ +x - 1 is 
monotonic, -Does y increase or decrease as x increases ? illustrate graphically. 

13. Show that can be written in the form (a; + P)^ ~ -4o), 

and deduce that y—x'^-\‘hx+c has a least value when £r = - but no greatest 
value. Hence indicate the general shape of the curve y =x'^+hX’\^c, What 
is the condition that the curve lies entirely above the axis of £r ? Consider the 
curve 2 / = -x^ 'hhx +c in a, similar way. 

14. Combine the results of the previous example to indicate the nature of 
the curves represented by the general quadratic equation y =ax^ + bx +c» 
Show that the curves are of the same type and can be divided into two groups, 
one group consisting of curves with a lowest but no highest point, and the 
other group of curves with a highest but no lowest point. 

15. A ball, thrown vertically into the air with a given velocity v, reaches 
a height x after time t. It is known that x is the difference between two 
independent factors. The first is the effect of the initial velocity v and is 
measured by v times t. The second is the effect of gravity and is represented 
by a constant times Express x as a function of t involving the two 
parameters v and g* Taking g = 32, find the height of the ball after 4 seconds 
if the initial velocity is 75 feet per second. 

16. The volume of a rectangular box of sides a;, (.r + l) and (jr + 2) inches 
is y cubic inches. Of what type is 2 / as a function of x 7 Generalise to give the 
volume when the smallest side is x inches and the other sides are respectively 
a inches and h inches longer. Arrange the function to show its type and its 
dependence on the parameters a and 6. 

17. Write down the general symbolic form for y m a cubic polynomial 

function of x, and show that functions such as y=x^f y=zx{l -i-a?®) 

and 2 / = (ir + 1) (a? + 2).{a; -h 3) are all included. 


18. How many parameters are needed to describe the general cubic 
functional relation between x and y7 Show that the general expression 
includes such simple functions as 



„ a?4-l 


and 


2/2=0? 


1 

X 


49 . Show that the function type represented by y 


ax +6 
cx 


, where a, 5, c 


and d are parameters, is a particular case of the general implicit quadratic 
fxmction. Deduce that this type is such that both inverse functions are 
single-valued and of the same type. 


20 . Find the values denoted by /{ - 1), /( - J), /(O), /(|.) and /(I), when 
(a) /(a:) =2® + 3, (b) f{x) = and (c) f{x) =2x^ —4x + 3 +^. Explain why 
/( - 1) cannot be defined in the second case and/{0) in the last case. 


21. If /(a?) = 


x^-hSx’-2 
a?® -h 2a; -h 4 


, express /(2a) in terms of a. 
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22. Show that, for the function f{x) = 1 - 2x^ 4- So?*, we have /( - a) =/(c») 
for all values of a. Indicate that this is true of any polynomial containing 
only even powers of x. 

Further, if /(a;) + - a;®, show that/( - a) .= ~/(a) for any value of a. 

For what general polynomial function of x is tins relation valid? 

23. Find the value of / f-j in terms of a, when f{x)=x^-h2x-2 and 

(2a; — 1) (a; ~ 2) 

when /(a;) == — - — ^ . In the latter case, show that / ( ~ ) =/(c&) for any 

i •“ JiX 4“ X*‘ \Cb/ 

value of a. 

24. Find the value of f {a +h) in terms of a and h when f{x) =- , f{x) = 0 ;®, 

X — i X 

f(x) = 1 - 2a;^ and /(a;) = . Deduce an expression for the “ incrementary 

ratio “ IX + 1 

fja +h) -f {a) 

. ’ h 

in terms of a and h in each case. 

25. Find y as an explicit function of t when y~x'^+Zx-2 where a; = 1 + ^ 

and when y=l-x'^ where x . 

2i 4" 1 

26. Obtain a relation between x and 2 / when it is given that x=t^ and 
y = 2t, Plot a graph of the relation by giving various values to t. 

27. The variables x and y are both given functions of t and, by eliminating 
t, an implicit function relating x and y is found. Obtain the relation in the • 
following cases : 

2t \ 

(«) x=t(t + 2), y=t{t-l). 

28. A wooden letter tray is in the form of an open rectangular box, of which 
the base sides are respectively twice and three times the depth. Express the 
volume of the tray and the area of wood used as functions of the variable 
depth of the tray. Deduce a relation between the volume and area of wood. 
What is the volume if 4 square feet of wood are used in the construction of the 
tray? 

The solution of equations 

29. By writing factors, find the roots of each of the equations - 3a; + 2 = 0, 
2x^ +5x + 2=0> 633 *^ 4 - 0 ; -2=0, re® 4-633® + 11a; + 6 =0 and 233® - Sa;® 4-£C +2 =0. 
In the first three cases, check your results by means of the formula for the 
general solution of a quadratic equation. 

30. From the general formula, solve the quadratic equations a;® 4 - 2a3 - 3 =0, 
£^2 ^233 4- 3=0 and Sa;® - 7a; - 3 =0. 

31. A beam has a rectangular cross-section of sides x and {x +a) feet and a 
volume of b cubic feet. If the length of the beam is c feet, show that algebra 
indicates that there are two possible values of x, one of which does not “ fit ” 
the problem. Find an expression for the solution in terms of the parameters 
a, 6 and c. 

32. Show that each of the cubic equations 33 ® 4 - 5a;® -f- 4a; - 4 = 0, 33 ® 4- 1=0, 
and 2a;® -fa;® - 9a; - 2 = 0 has one integral root. Hence, complete the solution 
of each equation. 
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36. By graphical methods, find the number and the approximate values of 
the roots of each of the equations : 

{a) {b) x^-2x-5 = 0, (c) -Sx'^ - I 

34. Verify the approximate solutions of the previous example by plotting 
graphs of 

(a) y=- ekndy=x^+x-2, (b) y=x^ and y =2x + 5, (c) y=x^ axid y~-— - 

35. Show graphically that the equation aj® - 7a; + 7 =0 has two positive 
roots almost equal in value, and evaluate them approximately. 

36. Find the approximate values of the roots of a;^ - 12a? + 7 = 0 and of the 
negative root of x^ - 12a3^ 4- 12a; -3=0. 

37. By considering the forms of the general curves representing / 

y =:aiX^ i-a^x^ +a^x +ai and 2 /=“ 

X 

where the coefhcients are constants, show that the general quartic equation 
must have either four, or two, or no real roots. 

38. By algebraic methods, solve each of the following pairs of simultaneous 
equations : 3a; 4 - fy = 1 1 and 6a; ~ 30y 4-41=0; 2a? “ 2 / + 3= 0 and xy^2; 
X - 2y -1-1 =0 and a;^ 4 - 2/2 = 9. 

39. Find the solution of the general pair of linear equations 

ciiX -i-bxy +Ci=0 and ctao; 4- 6sy 4- Cg = 0. 
a b 

Show that the solution fails only when -3 = . Illustrate this case of failure 

by attempting to solve the equations 2a; - 2 / + ^ ^ ^ = 0. What 

is the graphical reason for the case of failure ? 

40. How many solutions are to be expected in each of the types of simul- 
taneous equations : (a) a;y = 1 and ao; 4 - fey 4- c = 0, (b) xy = 1 and y = ax^ 4- 5a; + c ? 
Find, by graphical methods, the approximate solutions of 

a;y = 1 and y = 5a; - 2a;®. 

41. The prices per bushel of wheat and rye are pi and ^2 respectively. The 

market demand for wheat is given by a?! =4 - lOp^ 4 - 7 p 2 for rye by 
a ;2 =3 4 “ Ipi - 5p^. The supply of wheat is related to the prices by the relation 
Xi = 7 4-Pi -pa Q-nd the supply of rye by the relation a;a = - 27 4 - 2p^. Find 

the pair of prices which equate demand and supply both for wheat and 
for rye. 

42. In the problem of the previous example, a tax of ti per bushel is im- 
posed on wheat producers and a tax of per bushel on rye producers. Find 
the new prices for the equation of demand and supply (substituting pi - for 
Pi and p 2 - ifa for pa in the supply relations above). Show that the wheat price 
increases by an amount - 5 ^ ( 9^2 - ^i) and the rye price by an amount 3 ^ ( 14i5a - 3 ^i)* 
Deduce that 

(a) a tax on wheat alone reduces both prices ; 

(5) a tax on rye alone increases both prices, the increase in the rye price 
being greater than the tax. 

(See Hotelling; Edgeworth's Taxatio7i Paradox^ Journal of Political 
Economy. 1932, especially pp. 602-3.) 


CHAPTER III 

ELEMENTARY ANALYTICAL GEOMETRY 
3.1 Introduction. 

We propose, in the present chapter, to follow up a line of develop- 
ment already indicated (2.7 above) and examine, in some detail, the 
relation between fimction types and curve classes. Our investi- 
gations belong to what is termed “ analytical geometry ” and our- 
method is to take certain well-known classes of curves in turn, deter- 
mining what type of function corresponds to each class. We have 
then an analytical method of treating the geometrical properties of 
the curves and a diagrammatic method of illustrating analytical 
properties of the functions. 

Three simple, but essential, formulae must first be established. 
Two fixed points have co-ordinates and Q ( 0 : 2 , 2 / 2 ) referred 

to rectangular axes fixed in a plane Oxy, Then : 


(1) The distance between P and i 

(2) The mid-pointbetween P and 
Q has co-ordinates 

^1 +^2 Vi + y 2 \ 

2 ' 2 / 

(3) The point which divides PQ 
in the ratio p : q has co-ordinates 

f qxT,+px^ ^ qyi+py2 \ 

\ +? ’ V -^<1 ' 

The proofs of these formulae, in- 
volving quite simple geometrical 
notions, make use of the notation 
of Fig. 15 and apply no matter 
and Q take up in the plane. 





positions the fixed points P 
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(1) Pythagoras’ Theorem, applied to the right-angled triangle 
PQN, gives 

PQ^=PK^+KQ^ = {x,-x,r+{y,-yir, 

since PK =LM =OM - OL=x^ - x^, 

and KQ=MQ-MK=MQ-LP=y^-y^. ■ 

Hence, PQ — 'Jix^-x-^^ +{yi-yiY. q.e.b. 

(2) If i? is the mid-point of PQ, then a well-known property of 
parallel lines tells us that N is the mid-point of LM, i.e. LN=NM. 
If the co-ordinates of E are (x, y), then 

LN =ON -OL=x -Xi and NM=OM -ON =x^-x. 

So X-Xi=-X^~X, 

i.e. 2x=Xi+x^. 

• Hence, and similarly 

(3) If i? divides PQ in the given ratio p : g, then 

LN _PB_p ‘ 

NM~^RQ'^q\ 

and, if the co-ordinates of Jt are {x, y) so that 
LN—x-Xi and 


then 

Simplifying, we obtain 
and similarly 


x^-x q 
p+q 

.. qvi+py^ 

’'“TTT’ 


Q.E.B. 


Formula (2) is a particular case of formula (3) with jp=g = l. It 
is interesting to notice the connection between these results and the 
notion of an average. The mid-point between P and Q is a kind of 
simple average point and each of its co-ordinates is the simple 
average of the corresponding co-ordinates of P and Q. In the same 
way, the point P dividing PQ in the ratio jp : g* is in the nature of a 
weighted average point between P and Q. Each of its co-ordinates 
is the weighted average of the corresponding co-ordinates of P and 
Q, P’s co-ordinates being weighted with q and Q’s with p. In fact, 
the larger is q relative to p, the nearer is R to P, and the larger is the 
weight of P’s co-ordinates in those of P. 
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Tlie co-ordinates of the origin 0 are (0, 0). If P {x, y) is any fixed 
point, the following are particular cases of the above results ; 

(1) The distance OP = \/a:2 +2/^. 

(2) The mid-point of OP has co-ordinates |t/). 

(3) The point dividing OP in the ratio p : q has co-ordinates 

/ py \ ^ 

-i-g ’ p +q/ 

3.2 The gradient of a straight line. 

The simplest curve class is the class of straight Imes.* A straight 
line is fixed if two points on it are specified. We can, therefore, 
speak of the straight line PQ, P and Q representing two fixed points 
on the line, but we must always remember that the straight line 
extends indefinitely in both directions. 



A most important property of a given straight line is its direction 
relative to a pair of fixed axes Ox and Oy, defined by means of the 
angle oc (e.g. in degrees) that the line makes with the positive 
direction of the horizontal axis Ox. If the angle a is acute, the line 
slopes upwards from left to right ; if a is obtuse, the liue slopes down- 
wards from left to right. The angular measure of the direction of 
a line, however, is not metrical. It is, therefore, inconvenient 
for most analytical purposes and a metrical indicator of direction is 
needed. Such an indicator is readily provided by making precise 

* A straight line is a locus of points in a plane and thus a curve. It can, 
however, be regarded as the “ limiting ” case of a curve which does not 
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our everyday notion of a gradient We say, for example, that a 
railway track lias a gradient of I in 10 if it rises one yard vertically 
for every ten yards horizontally. With the notation of Fig. 16, 
the straight line PQ ""rises’’ a distance WQ over a ""horizontal” 

NQ 


distance PN, 


The ratio measures the amount of the rise per 


unit horizontal distance and can be called the gradient of the line. 
Hence : 


Definition ; The gradient of the straight line PQ referred to the 
axis Orr is the ratio oiNQ to PN, 

Here P and Q are any two points on the straight line and N is 
the point where the parallel to Ox through P cuts the parallel to 
Oy through 

It is clearly essential that the gradient should depend 07 ily on the 



direction of the straight line 
and not on the positions of 
the points P and Q selected to 
express it. This point needs 
investigation. Let P' and Q' 
be any other pair of points 
on the given line. Tiien, Irom 
Pig. 11, PQN and are 

similar triangles, and a well- 
known geometrical property of 
such, triangles gives 
NQ_N'Q' 
PN'~~~PW^ 


The ratio is thus the same for all selections of P and Q, Exactly the 
same result follows if P' and Q' are any points on a line parallel to 
PQ, Hence, the gradient of a line depends only on its direction and 
all parallel lines have the same gradient. 

It must be stressed that the lengths NQ and PN of the gradient 
ratio must be given signs according to the usual conventions. It is 
easily seen that the gradient of a line sloping upwards from left to 


* The gradient is sometimes referred to as the “ slope ” of the line. If a is 
the angle the line makes with the axis Ox, then the gradient is the trigono- 
metric tangent of a, i.e. gradient = tan «. 
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right is positive and that the gradient of a downward sloping line 
is negative. In the first diagram of Eig. 16, where the line slopes 
upwards, YQ and PN are both positive and the gradient is positive. 
In the second diagram, where the line slopes downwards, is 
negative and PN positive, i.e. the gradient is negative. 

Finally, we can show how the magnitude of4}he gradient indicates 
the steepness of the line. Since all parallel lines have the same 
gradient, we can draw lines through 
0 for convenience and Fig. 18 shows a 
number of such lines sloping upwards 
with increasing steepness. The points 
Plf ^2? Pz) • • • are taken on the fines 
with the same abscissa OM, Then 

ifPi ^MP^ ^MP^ ^ 

OM^OM^OM^'" ’ 

i.e. the gradient of the line increases 
as the fine becomes steeper. In the 
same way, if a line slopes downwards, 
its gradient is negative but increases 
numerically as the line becomes steeper. The following results are 
thus established : 

(1) The gradient of a line is a metrical indicator of its direction, all 

parallel lines having the same gradient. 

(2) A line sloping upwards from left to right has a positive gradient, 

and a downward sloping line a negative gradient. 

(3) The steeper the fine, the larger is the numerical value of its 

gradient. 

Two limiting cases arise when a given fine is parallel to one or 
other of the axes of reference. In Fig. 18, as the line becomes less 
steep and tends to coincide with Ox, the gradient decreases and tends 
to zero. Again, as the line becomes more steep and tends to coincide 
with Oy, the gradient increases mdefinitely.'*' Hence, the gradient of 
a line parallel to Ox is zero and the gradient of a line parallel to Oy is 
indefinitely large. 

The angle between two given straight lines is independent of the 

* In the terminology of the following chapter, the gradient ‘‘ tends t© 
infinity ”, and the gradient of a line parallel to Oy is “ infinite 

E 



M.A. 
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positions of the lines as long as the gradients are fixed. In particular, 
the conditions that two lines are parallel or perpendicular involve 
only the gradients of the lines. If and are the gradients, then 
the lines are parallel if and perpendicular if rriixm^^ -I. 

The first of these results needs no further proof ; we have seen that 
parallel lines have the same gradient. The proof of the second result 
proceeds : 

In Fig. 19, P and Q are two points with the same abscissa OM on 
two perpendicular lines drawn, for convenience, through the origin. 
The triangles OMP and QMO are similar and, since MP and Jf Q are 
necessarily lengths of opposite sign, the ratio 
yk / of MP to OM equals minus the ratio of OM 

I /p to MQ, Hence, 


MP MQ 

om^om'' 


nil X = 


The condition can also be written 


i.e. perpendicular lines are sucli that tlie 
gradient of one is minus tlie reciprocal of 


the gradient of the other. 


Fia. 19. 


3.3 The equation of a straight line. 

A straight line is fixed in position if two things, e.g. two pomts on 
the line or one point on the line and the gradient, are known about 
it. Our problem now is to find the equation of the line referred 
to some selected axes of reference, i.e. the relation between the 
co-ordinates of a variable point on the line. 

A line passes tlnough the fixed point P with co-ordinates yf) 
and its gradient is known to be m. Then, from Fig. 16, 

NQ MQ-LP y-y, 
"''~PN~OM-OL~x-x^’ 

for any position of a variable point Q {x, y) on the line. Hence, 

The equation of the straight line with gradient m passing through 
the fixed point {x^, is 


y-y^=m{x-x^). 


( 1 ) 
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.Next, suppose that the line with equation (1) also passes through 
a second fixed point with co-ordinates (ajg, 2 / 2 )* These co-ordinates 
must, therefore, satisfy the equation, i.e. equation (1) holds when 
is substituted for a: and ^2 for ^ : 

y^-yi==m{x^-x^) or m = 

*^2 ■” ^1 

Hence, 

The gradient of the straight line passing through the two fixed 
points (Xi, yj) and {X 2 , y^ is (y 2 ~“yi )/(^2 "~^i)> the equation of 
the line is 

................( 2 ) 

•^2 

The equation (2) can also be shown to be algebraically equivalent to 
the alternative form 

*^2 *^1 

Attention is drawn to the values m, x^ and x^ appearing in the 
equation (1), and to the values x^, 2/1 and y^ in the equation (2). 
For any given line, these values must be fixed but, by varying the 
values, different lines are obtained. The values are, in fact, para- 
meters and the equation (1) or (2) is a function type representing the 
whole class of straight lines. Various sub-classes of the complete 
class of lines are obtained by varying the parameters in defined 
ways. For example, if the point {x-^^ is kept fixed and the para- 
meter m varied, the equation (1) represents a set of lines of varying 
gradient all passing through a fixed point, a set technically known 
as a pencil ” of lines. Again, if m is fixed and the point {x-^, y^) 
varied, we obtain a set of parallel lines with a given gradient m. 

The equation of the straight line, in form (1) or (2), is seen to be 
of the “ linear ” type, i.e. x and y appear only to the first degree. 
The converse is also true and any linear relation between x and y 
represents a straight line. The relation 

ax -\-hy +c = 0 .......(3) 

can be written*^ 



* This arrangement of the relation holds, provided that 6=#0. When 6 = 0 
we have a straight line parallel to Oy (see below). 
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On comparison with the equation (1), we see that (3) must represept 

a straight line of gradient - 1 and passing through ( 


The equation aa: +c = 0 always represents a straight line and^ 

the equation of any line can be written in this form. 

There is, therefore, a perfect correspondence between the class of 
straight lines and the linear functional relation. 

We have shown, incidentally, how the gradient of a straight line 
can be determined from the equation of the line. The gradient of 

the line with equation (3) is given by - ^ i.e. the gradient is minus 

the ratio of the coefficients of x and y when the equation is written 
with both terms on the same side. It follows that 

a^x -hCi = 0 and -vbpj H-Cg = 0 
represent parallel lines if --^= i.e. if 




and perpendicular lines if* 



= ~ I, i.e. if 


%% +6162 = 0* 

For completeness, we must examine the cases where a line is 
parallel to one or other of the axes. It is easily seen that the equation 
of a line parallel to Ox is of the form y = constant^ and the equation of a 
line parallel to Oy is of the form xz=:constant. This foUows since the 
j/-co-ordinate of any point on a hne parallel to Ox has the same 
value as the y-co-ordmate of any other point on the line, and simi- 
larly for the ir-co-ordinates when the line is parallel to Oy, The 
results can also be derived from the equation (1). A line parallel to 
Ox has gradient m equal to zero and so its equation is 

2/ ““ 2/1 = 0 or 2 /= 2 /i = <30^stant. 

A line parallel to Oy has an indefinitely large gradient. The equation 
(1) can be written in the form 


1 
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and, when the value of m is increased indefinitely, the equation tends 
to assume the form 

or = constant, 

which is the equation of a line parallel to Oy. Notice, also, that the 
equation (3) represents a line parallel to Ox when ^-0 and a line 
parallel to Oy when 6 = 0. The axes themselves are straight lines 
with equations y = 0 (the tr-axis) and x~ 0 (the y-axis). 

Finally, the equation of a straight line passing through the origin 
with gradient m has equation y ■=.mx. So, the equation (3) represents 
a line through the origin if c = 0, when it appears in the form 

ax +6y=0. 

3.4 The parabola. 

A parabola is a curve defined as the locus of a point which is 
equidistant from a given point S and a given line cZ m a plane. The 
point S is called the the line d is called the directrix and the 



line KS perpendicular from aS to cZ is called the axis of the parabola. 
The distance of S from d (SK) is denoted by 2a, where a is some given 
constant. The general form of the parabola is shown in Fig. 20. The 
curve is symmetrical about its axis KS and must pass through the 
mid-point of KS, called the vertex V of the parabola. 

A whole set of different parabolas are obtained by varying the 
positions of S and d ; the general shapes of all parabolas are similar 
but the particular position and shape of a parabola depend on the 
location of S and d. The most important thing distinguishing one 
parabola from another is the distance of S from d, i.e. the value of 
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the parameter a. If a is small, then S is close to d and the parabola 
is elongated as shown in the first curve of Fig, 20. If a is large, then 
S is distant from d and the parabola is flat as shown in the second 
curve of Fig. 20. 

The equation of a given parabola can be obtained when the axes 
of reference are selected. We propose, here, to select the axes in such 
a way that the axis of the parabola is vertical, i.e. parallel to Oy, 

The position of the origin is 
stiU at choice and it is found 
that the simplest result is 
obtained when the origin is 
taken at the vertex of the 
parabola. In this case, the 
equation of the parabola is 
derived as follows. 

Take axes of relbrence as 
shown in Fig. 21 and suppose 
that the focus S is above the 
vertex of the parabola. The 
point S has co-ordinates (0, a) and the line d is parallel to Oa? and a 
distance a below it. If P is any point (x, y) on the parabola, then 
the definition of the curve gives SP=MP, But 

SP^Jx^+{y-aY and 4-ifiV=y +a. 

So, x^ +{y -aY~{y +aY 

and this, on reduction, gives the equation of the curve in the form 



On the other hand, if S is below the vertex, the co-ordinates of S 
are (0, - oc) and d is parallel to Ox and a distance a above it. An 
argument exactly similar to that given above then shows that the 
equation of the parabola is 



The following result is thus established : 

The equation of a parabola with axis vertical and vertex at the 
origin of co-ordinates is y~ax^ where a is some constant. 
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The sign of the constant a indicates the position of the parabola. 
If a is positive, the axis of the parabola pomts upwards (as in Mg. 
20) ; if a is negative, the axis of the parabola points downwards. 
The numerical value oi a is the reciprocal of twice the distance of S 
from d. If a is large, then S is near d and the parabola is elongated ; 
if a is small, S is distant from d and the parabola is flat. 

Suppose, now, that the axes are selected so that the vertex of 
the parabola has co-ordinates (^, 7^), the axis of the parabola being 
parallel to Oy as before. Then, if S lies above the vertex, the co- 
ordinates of iS are (|, 77 +ot) and the directrix d is parallel to Ox and 
a distance (77 - a) above it. If P is any point (x, y) on the parabola, 
the condition that P is equidistant from S and d gives 

N/(:r ~ 1)2 4- (y -77 - a)2 ~ (77 - a). 

On squaring each side of this equation and expanding, we obtain 
{x - 1)2 + (y - 77)2 ~ 2a (2/ - 77) +a2 = (?/ -- 77)2 -f 2a (y - 77) -f a2, 

i.e. 


Similarly, if jS lies below the vertex, the equation is 


So, 


(y-v)= 


The equation of a parabola with axis vertical and vertex at the 
point 7 ]) ia {y - 7 ])=a{x-$)^. 


The constant a is to be interpreted, in sign and magnitude, as 
before. The only difference between this general form of the equation * 
of a vertical parabola and the previous simpler form lies in the sub- 
stitution of (x-^) for X and {y ~rj) for y. When ^=77 =0, the vertex 
is at the origin and the general case reduces to the special case. 

The most important feature of the general equation of a vertical 
parabola is that it gives y as a quadratic function of x: The converse 
of this is also true. The general quadratic function 


y::=zaX^+bX+C 

can be written (by completing the square in x) in the form 

/ 5 \ 2 52 _ 4^^ 

"T5“' 


72 MATHEMATICAL ANALYSIS FOR ECONOMISTS 


i.e. 


2 /+“ 




= a{x 


4a 7 ■2ay 

Comparing this with the eq^nation of the parabola above, we deduce : 

The equation y=ax^ +bx +c, for any values of the constants a, b 
and c(a: 7 ^: 0 ), represents a parabola with axis vertical. 


The constant a is to be interpreted exactly as before and the vertex 
of the parabola is at the point with co-ordinates 

f b 62-4ac\ 

\ 2a' 4a / 

There is, therefore, a correspondence between the quadratic function 
type and the class of parabolas with axis vertical. 


3.5 The rectangular hyperbola. 

A rectangular hyperbola is a curve which can be defined as the 
locus of a point the product of whose distances from two fixed per- 
pendicular lines is a positive constant a^. The fixed lines are called 



(or N.E.) quadrant of the plane, 
portion to the right, the distance 


the asymptotes and their point ol; 
intersection the ceiitre of the rect- 
angular hyperbola. A convention 
is required regulating the signs 
to be allotted to the distances 
of a point on the curve from its 
asymptotes. Here, we draw one 
asymptote horizontally and the 
other vertically, taking distances 
above the first asymptote and to 
the right of the second as positive. 
The general form of the curve is 
shown in Fig. 22. There is one 
portion of the curve in the positive 
ind, as a point P moves along this 
?M from the horizontal asymptote 


* The quadratic function and its graphical representation have been con- 
sidered in the previous chapter (e.g. Ex. I of 2.2). From our point of view, 
parabolas are important because they represent such a simple and useful 
function type as the quadratic. 
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decreases in the same proportion as the distance PN from the 
vertical asymptote increases. The area of the rectangle ONPM 
remains constant (a^), and the curve appro§iches but never cuts the . 
asymptotes. There is a second portion of the curve, exactly similar 
in shape, in the S.W. quadrant. 

A whole set of dififerent rectangular hyperbolas is obtained by 
varying the positions of the asymptotes and the value of the constant 
(P. The general shape of all curves is the same but the particular 
shape of one curve, when the 
asymptotes are fixed, is de- 
termined by the value of 
a^, Eig. 23 (where, for con- 
venience, only the portions 
of the curves in the positive 
quadrant are drawn) shows 
a set of different rectangular 
hyperbolas corresponding to 
the values of indicated. 

In obtaining the equation 
of a rectangular hyperbola 
here, we take the co-ordinate 
axes parallel to the asymp- 
totes of the curve, only the 
position of the origin being at choice. The simplest case arises 
when the origin is taken at the centre of the curve, i.e. when the axes 
are the asymptotes. If P is any point {x, y) on the rectangular 
hyperbola in this case, then in Fig. 22 

YPxAfP = a2, 



But, 

So, 


NP=:OM=x and JfP=:OY= 2 /. 


xy—oL^ 


The equation of a rectangular hyperbola referred to its asymptotes 
as axes is xy = a^, where is a constant. 

oc^ 

The equation can be written y=z— oy x = — , showing that is a 

X y 

single-valued decreasing function of a;, and conversely . 
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In the general case, where the asymptotes are parallel to the axes 
and the centre of the curve is at the point (i, y), the distances of 
any point (x, on the ijectangular hyperbola from the asymptotes 
are seen to be (a; - i) and (y ~ y) respectively. The equation of the 
curve is then provided by the condition that 

(x-i)(y-y)=a\ 

The equation of a rectangular hyperbola with asymptotes parallel 
to the axes and centre at the point (^, y) is (x -i){y -y) — 

This general form is only different from the previous special case 
in that (x - i) replaces x and {y - y) replaces y. When ^=y = 0, the 
centre is at the origin and the special form is obtained. 

The general equation of the rectangular hyperbola in the form just 
obtained is found to give y as the ratio of two linear expressions 
in IT, y being a single-valued decreasing function of x. Similar 
remarks apply to rr as a function of y. The converse is also true. 
The function type 

a-iX h 
a^x +62 

can be written in the form 

{a^x + 62 ) y ”” 


i.e. 



X +- 




y- 



0 . 


On factorismg, this reduces to the form 



Comparing this with the above equation of the rectangular liyporbola, 
we deduce : 


(X ^ J) 

The equation ^=-1 for any values of the constants 

“r02 

represents a rectangular hyperbola with asymptotes parallel to the 
co-ordinate axes. 

The centre of the curve is at the point f - — , — j. The class of 

V U2 (^ 2 , • 
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rectangular hyperbolas, with as3riiiptotes parallel to the axes, is in 
correspondence with a simple algebraic function type. ^ 

3.6 The circle. 

A circle is the locus of a point which moves at a constant distance 
from a fixed point. The fixed point is the centre and the constant 
distance the radius of the circle. The circle is a curve discussed in 
all elementary geometries and needs no description here. It can be 
stressed, however, that there is a whole class of different circles 
obtained by varying the position of the centre and the length of the 
radius. 

A circle is symmetrical about any diameter. The choice of the 
origin, therefore, is more important than the direction of the axes 
in obtaining a simple equation of a given circle. If the origin is 
taken at the centre of the circle, the equation of the circle is found 
(by the method described in 2.3) to be 

where a is the radius. This is the simplest equation possible for the 
circle. Similarly, if the centre has co-ordinates (^, rj) referred to the 
selected axes, the equation of the circle is 

{x-^f -{-{y 

This is the general equation of a circle. 

If the squares in this latter equation are expanded, the equation 
of a circle is seen to be a quadratic relation between x and y of such 
form that the coefficients of x^ and y^ are equal and the term in xy 
absent. The converse of this result is also true. By completing the 
squares in both x and y, the quadratic relation 

j^y^ ^ax -^hy -{-0=^0 
can be written in the form 

+|a)2 +(y +|6)2 = l(a2 +6^ - 4c). 

* Our expression of this result is not quite complete. The function type 
only represents a rectangular hyperbola of the form considered if 
is positive. If that quantity is negative, the curve represented by the function 
type is of the form {x - f )(?/ - t?) = - a^. This is a rectangular hyperbola lying 
in opposite quadrants of the plane to that shown in Fig. 22. 

The function type represented by a rectangular hyperbola (i.e. the ratio of 
linear expressions) will be considered particularly in the following chapter (see 
Ex. 7 of 4.2). 
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The equation thus represents a circle with c entre at th e point with 

co-ordinates ( - - 1-6) and with radius +b^- 4c. 

This statement, however, needs some qualification. It is only 
when c<i(a® +6®) that the radius has a definite and positive value. 
If c=J(a2 -1-63), the radius is zero and the circle reduces to a point. 
If c>|(«2-f-6®), the square of the radius is a negative quantity, 
i.e. no real radius or circle exists at all. In this last case, the locus 
represented by the equation contains no points whatever. Hence, 

If c<|-(a®+62), the equation +ax +by +c = 0 represents a 

definite circle with centre at the point ( — \a, — \b) and with radius 
+ 6 ^- 40 . 

3.7 Curve classes and curve systems. 

We can now pass to a number of more general considerations in 
the field of analytical geometry. The curves we have discussed 
belong to particular curve classes, the class of straight lines, of 
parabolas, of rectangular hyperbolas or of circles. In each case, an 
equation has been derived to represent the whole curve class, and the 
equation is a particular function type involving certain parameters. 
Analytical geometry, in fact, is simply the study of curve classes in 
relation to the corresponding function types, and, if a definite curve 
of a certain class is given, we need only substitute the appropriate 
values of the parameters in the corresponding equation or function 


type. Our results can be summarised : 

Curve class 

General equation 

Straight lines - - - - . 

Parabolas (axis vertical) . - * - 

Rectangular hyperbolas (asymptotes parallel 
to the axes) ------ 

Circles - - - - . 

y = ax^ H- hx + c 
a^x + b. 

x^ +y^+ax+by -{-c—O 


A number of useful comparisons can be made. The general 
equation of a straight line or rectangular hyperbola gives y as a 
single-valued monotonic function of *, and conversely. The general 
equation of a parabola gives y as a single- valued (but not monotonic) 
function of x while a; is a double-valued function of y. The general 


ELEMENTARY ANALYTICAL GEOMETRY 


77 


equation of a ckcle gives y as a double-valued function of x, and con- 
versely. These results correspond to obvious geometrical properties 
of the curves themselves. For example, any parabola is cut by a 
line parallel to its axis in only a single point, whereas it is cut by 
lines perpendicular to its axis either in no point or in two points. 
The number of parameters in the equations of the different curve 
classes is significant. The general equation of a straight line con- 
tains two parameters, the ratios of a, b and c.* This corresponds to 
the fact that two things (e.g. two points on the hne) are needed 
to define the position of the line. On the other hand, the general 
equations of the parabola (axis vertical), the rectangular hyperbola 
(axis parallel to the asymptotes) and the circle are function types 
containing three parameters. Three things are required to fix the 
position of one of these curves ; a definite vertical parabola can be 
drawn, for example, to pass through three points known to lie on the 
curve. 

Special sub -classes of a complete curve class can also be con- 
sidered. In a sub-class, the number of parameters in the corre- 
sponding function type or equation is less than the number in the 
complete class, and the most useful sub-classes are those defined 
by a single parameter. A sub-class of curves of this latter kind is 
described as a system of curves. We can define, therefore, various 
systems of straight lines, parabolas, rectangular hyperbolas or 
circles, each system corresponding to a functional equation with one 
parameter. The following examples are instances of some of the 
many ways in which systems of curves can be specified. 


Ex. 1. The two most important systems of straight lines have been 
referred to already (3.3 above). They are the system (or pencil) of straight 
lines through a given point and the system of parallel straight lines with 
a given gradient. 


* In the linear equation aa;+6i/+c = 0, both a and h cannot be zero. If 

5 0, we can write y = ax+B where a= and S = - ^ ; if a # 0, we can write 

b c ^ b 

x^oc'y+p' where o£'= and j3'= There are only two independent 

parameters, either a and j8 or a and jS'. The same reasoning shows that the 

equation of the rectangular h 5 q)erbola y ^ ^ contains only three inde- 

pendent parameters, the ratios of b^, and b^j,. We have only to divide 
numerator and denominator by (which cannot be zero) to see this* 
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Ex. 2. The system of parabolas with axis vertical and vertex at the 
origin is defined by the equation y-ax^ with one parameter a, A less 
obvious system of parabolas is given by the equation 

y^h~^{x~h{a-l)Y ()^x^a{li ~ ^h) -~h 

where h and h are fixed positive numbers (A> Jh) and a is a positive para- 
meter. Any parabola of the system has vertex at a point {A (a - 1), - Zi} 
tying on a fixed line parallel to Ox, and its focus is a distance from the 

directrix. As the parameter a 
increases^ the vertex moves to the 
right and the parabola becomes 
flatter. A parabola of the system , 
cuts Ox where 

y-Q and x-’h{a -1) ±ajh. 

It cuts Ox, therefore, at only one 
point, at the end of tlie range of 
values of x considered, i.e. at the 
point where x~a {h - Jlc) - h. The 
curve also cuts Oy at one point 

where x-0 and -Ic, 

As a increases, the parabola cuts 
the axes at points farther and 
farther from the origin. Notice 
that the range of x is so chosen, 
in each case, that only the part 
of the parabola in the positive 
quadrant is taken. The system of parabolas is illustrated in Fig. 24, 
where certain curves of the system obtained when /i = 10 and i = 4 are 
drawn. 

Ex. 3. The system of rectangular hyperbolas with asymptotes as axes 
is defined by the equation with one parameter a. This system is 

illustrated in Fig. 23. 

A rather different system of rectangular hyperbolas is defined by 

y=~-^-k, O^x^y-h, 

^ x+h ' h \ 

where h and h are fixed positive numbers and a is a parameter. Here 

{x+li){y-\^k)-a, 

i.e. the rectangular hyperbolas have fixed asymptotes parallel to the axes 
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and with centre at ( -li, - h). The range -h Hniits each curve 

of the system to the positive quadrant. Certain curves of the system in 
the case ^ = 1 are shown in Fig. 25. 



Ex. 4. The equation represents a system of concentric 

circles, a being a parameter. A different system of circles is defined by 
the equation 

x + y ■{■J2xy^a, 0<a:<a, 

where a is again the parameter. (The square root is assumed positive.) 
The equation can be written 

J 2xy = a--x-y, 
and, on squaring and collecting 
terms, we obtain 

{x - a)'^ + {y - a)^ =a^. 

The circle of the system with 
parameter a thus has centre 
(a, a) and radius a ; as the 
parameter a increases the centre 
of the circle moves away from 
0 along a line bisecting the angle 
between the axes and the radius 
of the circle increases. From 
the equation, it follows that 
and, since x is 

limited to the range both x and y are positive and less than a. 

This limits each circle of the system to one quarter of its circumference, 
as shown in Fig. 26. 




Any systein of cui’ves defined by a single parameter a can be 
represented by the equation 

f{x, y\ a) = 0, 

where, for convenience, the parameter is included in the functional 
expression. An important kind of curve system arises whei^ the 
curves do not intersect each other, one and only one curve of the 
system passing through each point of the relevant part of the plane. 
Here, each pair of values of x and y is associated with only one value 
of the parameter a, i.e. the value defined by the curve of the system 
passing through the point {x, y). The parameter a can, therefore, 
be separated off explicitly and the equation of the curve system can 
be written in. the form 

f{x,y)=a. 

Each of the curve systems instanced above is of this type.* In 
particular, Figs. 24, 25 and 26 show non-intersecting curve systems 
in the positive quadrant of the plane and their equations can be 
written 

X , 

; p===a, (x+h){y -^h)=a and x +y +\/2xy — a 

h- -h/j 

respectively, i.e. in the form /(ru, y)=a. Non-intersecting curve 
systems are of particular interest in economic theory (see 5.7 below). 



X^.8 An economic problem in analytical geometry. f . ^ 

The consumers of a certain commodity are distributed over a geo- I 
graphical area which can be considered as a two-dimensional plane. f 
The commodity is produced by two firms situated respectively at ^ » ' 
the points Aj and Ag in the plane. The problem is to determine how f 

the whole area is divided into two parts by a curve, the consumers of i ’ 

one part obtaining their supplies of the commodity from the firm at 
Ajl and the consumers in the other part buying from the firm at Ag-f I 

The solution of the problem depends on what is assumed about the j , 

price '‘ at works charged by each firm, and about the nature of 

the transport costs from factory to consumer. It is assumed, here, 

. ■ ' . I' 

^ If the curve systems of Figs. 24 and 26 were not confined to the positive 
quadrant in the way shown, they would cease to be of the non-intei'sectmg 
type. : 

t The solution of tliis problem, as given here, is based on the work of Prof. 

Schneider* See BemerJcungen zu einer Theorie der Raumwirtachafiy 'Eimno^ 
metrica, 1935. j# 
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that the factory price per unit of the commodity is the same for 
both firms. Further, it is taken that the transport cost varies 
directly with the distance of the consumer from the factory con- 
cerned, the distance being measured in a straight line. The transport 
cost per mile is, however, different for the two firms, being ti per unit 
of the commodity for the firm at and for the firm at As* To fix 
ideas, we can take so that it is more expensive, other things 

being equal, to buy from the firm at Ag. 

“ If a consumer is miles from A^ and ^2 miles from A 2 , then he 
pays {p per unit of the commodity if he buys from Ai and 
( 2 ^ + M 2 ) if supply comes from 

A 2 - Assuming that consumers 
buy from the firm for which total 
price is cheaper, the boundary 
between the two areas required is 
defined by the points in the plane 
where the total prices for the two 
supplies are equal : 

p -hM2 Mi = M2* 

Choose axes of reference as shown 
in Fig. 27, where the origin 0 is 
taken as the mid-point of AiAg. 

If the firms are 2a miles apart, A^ is the point ( - <x, 0) and A 2 is the 
point (a, 0). If P is any point (a;, y) on the boundary, then 

and 






K' 


/ \ 


j 

' \ 


J 


A, 0 

1 

o 1 } ^ 

1 Aq -x 


Fig. 27. 


and S 2 = J{x-a)^-\-y^ 


txJ{x +a)2 -h2/^ 

i.e* ti +2/^ ~ +a^). 

Collecting terms and dividing through by we have 

x^+y^- X == 0 , 

^2 ~ h . 

as the equation of the boundary referred to our selected axes. Write 

b=f^^a>a. 

H h 

The boundary is then seen to be a circle with centre at {b, 0) and with 
radius The circle has centre beyond on the line A^A^, 

and encloses the point ^[g shown in the figure. On the assumptions 

B M.A. 
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we liave made, therefore, the firm at supplies all consumers 

within this definite circle, and the firm at A.i supplies all consumers 
outside the circle. Many other problems of this kind can be devised 
by varying the assumptions ; the method of solution is similar in 
all cases. 


EXAMPLES III 
The straight line 

1. Find the distance between the points (1, 2) and ( -2, 1) and the co- 
ordinates of the mid-point between them. Verify your results by drawing an 
accurate graph. 

2. Obtain an expression for the distance between the points 2ati) 
and (a^ 2 ^, where a, and ^2 are constants. 

3. Show that the points (1, 1), ( -3, - 1) and ( ~4, 1) form a right-angled 
triangle. 

4. Show that the point (2, - 1) forms an isosceles triangle, and the point 
(V3, 1 ~ \/3) an equilateral triangle, with the pair of points (i, 2) and ( ~ 1, 0). 

6. A quadrilateral is formed by the points A (5, 2), B (20, 10), C (3, 8) and 
D ( ~ 12, 0). Write down the equations of the sides and show that the quad- 
rilateral is a parallelogram. Show that the diagonals AG and BD have the 
same mid-point, i.e. bisect each other. 

6. By considering an isosceles right-angled triangle, show that the gradient 
of a line at 45° to the horizontal is unity. 

7. An equilateral triangle has a side of 2 inches ; show that the perpen- 
dicular from a vertex to the opposite side is of length ^3 inches. Deduce tliat 

the gradients of lines making angles 30° and 60° with the horizontal are - -r 
and V3 respectively. 

8. Find the equations of the lines passing through the point (2, 1) (a) with 
a gradient of 2, (b) making an angle of 60° with Ox. 

9. Show that the line joining the points (a, b) and (ka, kb) passes through 
the origin whatever the values of a, b and h. 

10. Find the equation of the line joining the points (4, 3) and ( - 2, - 1) and 
deduce that the point (1, 1) is collinear with these two points. 

11. Show that the line joining the points (-1, - |) and (2, 1) passes 
through the origin, which is one point of trisection. 

12. Find values of a, b and c so that the line ax -i-by + c = 0 passes through 
the points (1, J) and ( - 1, 2). Verify your result by writing down the equation 
of the line joining these points. 

13. Find the gradient of the line 2x-By + l=0 and the co-ordinates of the 
points where it cuts the axes. Hence, describe the simplest method of 
plotting the line on squared paper. 

14. By finding the condition that tl:i point (x, y) is equidistant from the 
points (3, 1) and ( - 1, 2), obtain the equation of the line which is the perpen- 
dicular bisector of the line joining these points. 
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15. Write clown the gradients of the lines a; -i/ + 1 =0, rr + 1 / +7 =0 and 
2a; - 32/ + 1 = 0, and show that they form a right-angled triangle. Plot a graph 
to illustrate this fact. 

16. Obtain the equations of the lines which pass through the point (2, 2) 
and are respectively parallel and perpendicular to the line 2 a;+ 2/-~3 = 0. 
Verify graphically. 

17. Find the co-ordinates of the vertices of the triangle formed by the 
lines x = l, x~Sy -1=0 and a? + 2 / -5=0. Show that the line joining the 
point (2, 1) to any vertex is perpendicular to the opposite side. Wiiat is 
the geometrical meaning of this result? 

48. Show that the lines 3a; + 2 / -4 = 0, a; -22/ 4- 1=0 and a; + 52/ -6 = 0 all 
pass through the same point. Show that the equation of the third line can be 
written in the form (3aj + 2 / - 4) - A(a; - 22/ + 1) =0 for some value of A. Why 
should we expect this ? 

Curves and curve systems 

19. Use the definition of the curve to find the equation of the parabola 
with focus at the point (2, 1) and directrix 2 /= -J. 

20. Plot a graph of the curve y=x'^. Mark the position of the focus and 
directrix of this parabola and verify that points on the curve are equidistant 
from focus and directrix. 

21. Locate the focus and the directrix of each of the parabolas 

y + 3a; - 2, y =2x'^ - 2a; + 1 and y=:6x- 2x^, 

Compare the parabolas as regards size and position. 

22. By considering the parabolas which represent the function, show that 
y =ax^ +hx + c has a greatest value if a is negative and a least value if a is 
positive. At what value of x do these greatest and least values occur? (Cf. 
Examples II, 14.) . 

23. Write down the equation of the rectangular hyperbola with asymptotes 
parallel to the axes, with centre at ( - 1, 2) and with =3. 

24. Find the centre and the asymptotes of the rectangular hyperbola 
xy -2x - y -1=0. (Cf. Examples II, 9.) 

25. If a point moves so that the difference of its distances from the fixed 
points (a, a) and {-a, - a) is always 2a, show that the curve described is the 
rectangular hyperbola xy=\a'^. 

26. If the two fixed points of the previous example are (V2a, 0) and 
( - V^a, 0), show that the equation of the rectangular hyperbola is -y^=a^. 
Plot a graph of the curve when a = 1 and verify that it is the same curve 
as in the previous example with different axes of reference. Where are the 
asymptotes now ? 

27. Write down the equation of the circle with centre at the point (2, f ) 
and with radius f . Where does the circle cut the axes ? 

28. Find the co-ordinates of the centre and the radius of the circle whose 
equation is + 2 /^ - 3a; =0. 

29. Show that (a; + 1) (a; - 2) + 2 /® - 1 = 0 is the equation of a circle with the 
fixed points ( - 1, 1) and (2, - 1) at the ends of a diameter. 
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80. From the results of Examples II, 38, deduce the length of the chord 
cut off the line 2a;- 2 / +3=0 by the rectangular hyperbola = 2, and the 
length of the chord cut off the line x - 2^/ + 1 = 0 by the circle a;- + 2 /- =9. 

31. Re-examine the problems of Examples II, 40, in the light of the results 
of the present chapter. 

32. Draw a diagram to illustrate the system of curves jy — where 

0 and where the positive square root is taken. What are the curves ? 

33. If and Jt: are fixed positive numbers and a a positive pariameter, show 

that y +^i')% where -h, represents a system of parabolas, 

only the parts in the positive quadrant being taken. Draw a graph of certain 
curves of the system when 7^=5 and A; =25, and verify that each curve is 
concave to the origin. Compare with the system of parabolas of Fig. 24, where 
each curve is convex to the origin. 

34 . Show that (x - h) (y - ifc) =«, where ^ where h and h are 

nJ 

fixed positive numbers and a a positive parameter, represents a system of 
rectangular hyperbolas confined to the positive quadrant. Taking /i = 2 and 
7(3 = 1, plot a graph showing the four curves of the system corresponding to 
a = Jj I, 1 and f . Compare with the curve system of Fig. 25. 

35 . Consider the curve system y = s/ {a- x)^ where a is a positive paraiheter 
and 0<a;<a. Draw a diagram showing the curves for a = l, 2, 3 and 4, 
verifying that the curves are non-intersecting and convex to the origin. 

36 . In the problem of 3.8, two firms are 10 miles apart, the price of their 
product at works is the same for each and transport cost per mile per unit of 
the commodity is three times as high for one firm as for the other. Show that 
the former firm supplies an area within a circle of radius 3| miles. Draw a 
graph to illustrate the distribution of the market. 

37 . In the problem of 3.8, the two firms are 2c miles apart, the prices at 
works are £pi for one firm and £pz for the other and transport costs are £t per 
mile per unit of the commodity for each. Show that the curve separating the 
areas supplied by the firms has equation (referred to the same axes as in 3.8) 

^“■,^ = 1, where and Plot a graph to illustrate the 

distribution when pi=£32, p2=£40, i=£l and 2c = 10 miles. 


CHAPTER IV 

LIMITS AND CONTINUITY OF FUNCTIONS 
4.1 The fundamental notion of a limit. 

We are now in a position to begin tbe promised discussion of the 
concept of the injSnite ” so essential for the full appreciation both 
of the power and of the limitations of mathematical analysis. We 
must first go back to the number system itself and elaborate the 
associated notions of order, continuation and limit. 

Real numbers are capable of arrangement in order of magnitude 
and we can select, from this order, a particular set of numbers 
according to any rule we care to specify. Ror example, 

1, 2, 3, 4, 5, 6,..., 

X 2 3 4 5 6 

^3 3V ¥3 5? 65 7j ••• 5 

are two instances of increasing sequences of real numbers and it is 
clearly possible to quote many other examples. All such sequences 
display the property that the numbers of the sequence can be 
written down one after the other, by the rule of selection, without 
coming to an end. This is the property of indefinite or endless con- 
tinuation. 

Increasing sequences can be divided into two classes. In one class, 
of which the fixst sequence above is a member, the numbers of the 
sequence get larger and larger without limit as we proceed through 
the order. Given any number we like to name, no matter how large, 
we can always find a number of the sequence which exceeds it. The 
numbers of an increasing sequence of this class are said to te7id to 
infinity and here we have the idea of the infinitely large, the endless 
continuation of an order of larger and larger numbers. 

* Much of the detail of the present chapter is, perhaps, unsuitable at a first 
reading. In any case, only general ideas concerning limits and continuity 
need be obtained at first and, after the development of the difierential calculus 
in subsequent chapters, the reader can return profitably to a further study of 
the present chapter in conjunction with the examples set at the end. 
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In tKe other class, of which the second sequence above is a member, 
the numbers increase as we proceed through the order but not with- 
out limit. On the contrary, the particular example above is such 
that the numbers steadily approach nearer and nearer to the value 1 , 
without ever attaining this value. We can get a number as close as 
we like to 1 by going far enough through the order. In this case, 
the numbers of the sequence are said to tend to 1, and 1 is the limit, 
or limiting value, of the sequence. Each increasing sequence of this 
second class tends to some definite number as a hmit and, since the 
interval between any member of the sequence and the limit is sub- 
divided ever more and more finely by later members, we have 
the basis of the idea of the indefinitely small or continuous, an idea 
again dependent on endless continuation.* 

In the same way, we can select decreasing sequences of real numbers, 
i.e. sequences in which the order of magnitude of the numbers is 
reversed. Two examples of decreasing sequences are 

1 , 0 , 1 , — 2 , “" 3 , — 4 , ... , 

9 3 4 ^6 7. 

^ ¥> 3j 45 55 65 ••• ‘ 

Again, there are two classes, one class illustrated by the first and 
the other by the second example. In a sequence of the first class, 
the numbers grow indefinitely larger numerically, but through 
negative values instead of positive values. Such a sequence is said 
to tend to minus mfinity and we have the idea of the infinitely large 
and negative, of minus infinity ” as the counterpart to infinity ”, 
In the second class of sequence, the numbers tend to a limiting value, 
decreasiug to the limit instead of increasing to it. In the second 
sequence above, the numbers decrease and approach the value 1, 
i.e. the sequence tends to 1. 

* It may be noticed that we have given no justification for the statement 
that there are only two classes of increasing sequences, those tending to infinity 
and those tending to a finite limit. We have not excluded the possibility of 
other cases of increasing sequences. It is, however, a fundamental property of 
the real number system that cases other than the two here mentioned do not 
exist. We must assume the result without proof here. In passing, we can 
remark that the same property is not true of the system of rational numbers 
only. An increasing sequence of rationals may tend neither to infinity nor to a 
rational number as limit. This is, in fact, the way in which irrational numbers 
can be defined — as the limits of increasing^sequences of rationals not tending 
to infinity or to a rational limit. For a discussion of these fundamental points, 
based on the work of Dedekind and Cantor, see Hardy, Pure Mathematics 
(3rd Ed.. 1921), pp. 1-31. 
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Finally, sequences of real numbers can be written down in which 
the order does not proceed according to magnitude at all, sequences 
which are not increasing or decreasing. Any of the three possibilities 
already described may obtain for a general sequence of this kind, 
i.e. the sequence may tend to infinity, to minus infinity or to a 
numerical limit. For example, the sequence 

1 3. 3 5 5 7 

2 3 2 3 43 43 63 "es ••• 

(obtained by crossing ” two previously quoted sequences) is 
neither increasing nor decreasing, but tends to the limit 1. An 
additional complication is here introduced. The sequence may be 
such that none of the three possibilities holds ; the numbers of the 
sequence may “ oscillate ” in value without displaying any of the 
three regular progressions discussed above. An example of such a 
sequence is 

1 ^ Q A K 2. 

23 ^3 43 ^3 63 ••• • 

Here the sequence is said to oscillate without tending to a limit. 

A given sequence of numbers, therefore, can behave in one of four 
ways. The sequence may 

(1) tend to infinity, 

or (2) tend to minus infinity, 

or (3) tend to a numerical limit, 

or (4) oscillate without tending to a limit, 

as we proceed through the order of the sequence. 

All concepts of the infinite in mathematics, whether of the infinitely 
large or of the indefinitely small or continuous, are based on the idea 
of an endless sequence of numbers. In general terms, the infinitely 
large corresponds to a process of multiplication without end, the 
indefinitely small to a process of division without end. ■ The indefin- 
itely large and small are thus closely related (as multiplication is 
to division) and they are merely two aspects of the same essential 
notion of order and continuation. Further, the notions of the 
infinite are implicit in the real number system itself. The system is 
of infinite extent since the order of the numbers can be continued 
indefinitely ; it is continuous or indefinitely divisible since we can 
continue indefinitely to insert numbers between any two given 
numbers. In the present chapter, the ideas of a limit, of the infinite, 
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and of continuity will be developed. But the development must not 
be allowed to hide completely the fundamental ideas we have 
attempted to set out briefly above. 

4.2 Examples of the limit of a function. 

Our next consideration is the extension of the concept of a limitj 
as described above, to apply to functions. The most convenient way 
of introducing the variety of cases of a limit of a function is by 
considering a number of actual examples. A careful study of the 
examples below is recommended ; they will be found to cover most 
of the possible cases of limits. We can then proceed to more precise 
definitions- 

Ex. 1. = 

X 

Giving X in turn the sequence of positive integral values and the 
sequence of negative integral values, the corresponding sequences of 
values of y can be obtained from the function as shown below : 


X 


y 


X 


y 


The curve representing the function, 
a rectangular hyperbola, can be 
graphed from these tables (Fig. 28). 

The tables show four sequences of 
numbers which have been met before. 
The two sequences of the first table 
are associated in such a way that, 
as the rr-sequence increases indef- 
initely through integral values, the 
^/-sequence increases and approaches 
the hmit 1. The variable x is 
actually continuous but it is clear 
that the insertion of further values 
into the a:-sequence makes no essential difference ; the ^-sequence always 
increases to the limit 1. This idea of a correspondence between x- and 
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2^-seqneiices is expressed by saying that the function y = ^ ~ tends to 1 as 

X tends to infinity. The graph of the function illustrates this fact. As 
X increases through positive values, the curve shown in the graph rises 
from left to right and approaches the horizontal line drawn at unit 
distance above the axis Ox, 

In the same way, the second table provides a further pair of associated 
sequences, the a;-sequence tending to minus infinity and the y-sequence 


decreasing to the Hmit 1. This enables us to say that the function ^ = 1 -- 

tends to 1 x tends to minus infinity. The graph again illustrates the 
tendency to the limit, the curve falling from right to left and approaching 
the same horizontal line as before as x decreases through negative values. 


Ex. 2, y^x^+^x-2. 

The following tables of corresponding values are obtained : 


X 

1 

2 

3 

4 

5 

x 

-1 

-2 

-3 

-4 

-5 

-6 


y 

2 

8 

16 

26 

38 

y 

-4 

-4 

-2 

2 

8 

16 

... 


It follows that, when x is given an increasing sequence of values tending 
to infinity, the corresponding sequence of values of y also tends to infinity. 
A similar result holds when x is given a decreasing sequence of values tend- 
ing to minus infinity. Hence, we say that the function y = - 2 tends 

to. infinity as x tends to infinity or to minus infinity. Fig. 4 illustrates these 
facts, the curve shown (a parabola) rising indefinitely to the right and left. 

In the same way, the function y =x^ - ^x-Z tends to infinity as x tends 
to infinity. But as x is allotted a decreasing sequence of values tending 
to minus infinity, the corresponding values of y are seen to form a similar 
sequence. Hence, the function y —x^ -Zx - Z tends to minus infinity as 
X tends to minus infinity. Fig. 12 illustrates this limiting tendency, the 
curve shown falling indefinitely to the left. 

Ex. 3. y=^- 


The following tables of corresponding values are constructed : 


X 

±1 

±2 

±3 

±4 

±5 

X 

±1 

±i 

±i 

±i 

±1 


y 

3 

i 

1 

‘3 

3 

16 

3 

26 

... 2 / 

3 

12 

27 

48 

75 



and the graph shown in Fig. 29 is obtained. 


^ 90 ' MATHEMATICAL ANALYSIS FOR ECONOMISTS 


In this case, it is immaterial whether positive or negative values of x 

are taken, the value of y being independent of the sign of x. As x is given 

an indefinitely increasing sequence of values, the corresponding sequence 

■ ' . 3 

of values of y gets smaller and smaller. Hence, the function y tends 

to zero as x tends to infinity or minus infinity. The value of y is not defined 
at all when x is zero. But, as x is given a decreasing sequence of values 
tending to zero, the corresponding sequence of values of y is seen to in- 

3 

crease indefinitely. Hence, the function y = ~-^ tends to infinity as x tends 

x^ 

to zero. The graph of the function illustrates these limits. The curve 

falls and approaches the axis Ox as 

y i we move to the right or to the left 

I indefinitely, and it rises indefinitely 

1 and approaches the axis Oy as 

" \ X decreases through smaller and 

4-- \ smaller values to zero. 

\ ■ 3 

' ■ \ The function 2/ = “ ? shown graph- 

^ \ ically in Fig. 5, behaves in a similar 

\ way, except in one important par- 

^ ^ ^ ^ ^ ticular. As x decreases in numerical 

-4 -2 0 2 4 .r value, the numerical value of y 

29. increases indefinitely, but y is 

positive when x is positive and 
3 

negative when x is negative. Hence, the function y = ~ tends to infinity as 

X 

X tends to zero through positive values, and tends to minus infinity as x 

tends to zero through negative values. 

■o A 2a: -fl 

Ex. 4. u = 7 - • 

^ x-l 

The graph of this function is shown in Fig. 33 below, the curve repre- 
sented being a rectangular hyperbola. It is only necessary to construct 
suitable tables of corresponding values of x and y, particular attention 
being paid to the approach of x to the value 1 (where y is not defined). It 
follows that the function y tends to 2 as x tends to infinity or to minus 
infinity. Further, though not defined when a; = l, the function y tends to 
infinity as x tends to 1 {through values greater than 1) and to minus infinity 
as X tends to 1 {through values less than 1). 

Ex. 5. , = 


X 
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In this case, no value of y corresponds to zero value of x since, if we 
substitute rr =0, the expression for y takes the meaningless form of zero 
divided by zero. The value of y is, however, obtained for any non-zero 
value of X and the following tables can be constructed : 


X 

1 


1 

3 

i 

1 1 
5 

X 

-1 

-4 

1 

— 3 

“i 

-.i 

6 


y 

3 


2-1 

2i 

2| 1 

y 

1 


12 

■I 3 

If 

14 1 

15 

... 


From these tables, and from the corresponding graph of the function 
shown in Fig, 30, it is evident that the value of y approaches the limiting 
value 2 as x is given a sequence of smaller and smaller values, whether 
positive or negative. Though x can never assume the value zero nor y 

attain the value 2, we can say that the fuTiction y =“ {{1 - 1} tends 
to 2 as X tends to zero. ^ 

Ex. 6. Consider the step-function of 
Ex. 7 in 2.1 above. At the value x-3, 
the corresponding value of y = 6. Further, 
as X approaches the value 3 through values 
smaller than 3, the corresponding value of 
y remains 6. But, as x approaches 3 
through vahies greater than 3 (e.g. as x 
decreases from 4 to 3), the corresponding 
value of y is fixed at 7. Hence, we must 
say that, for this step-function, y tends to 
the value 7 as x temds to 3 {through values 
greater than 3) and tends to the value % as x 
tends to 3 {through values less than 3). The 
nature of the graph of the function (Fig. 
illustrates this unusual limiting case. 

4.3 Definition of the limit of a single-valued function. 

The examples of the previous section show that the notion of a 
limit of a function is to be derived from that of the limit of a sequence 
of numbers. If is a given single-valued function of x, a sequence of 
values can be allotted to x according to some prescribed rule and the 
limit of the function is then dependent on the behaviour of the 
corresponding sequence of values of y. The limit is essentially a 
relative concept, the value approached by the sequence of y as the 
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independent variable x is made to change in some given way. We have, 
therefore, to fiU in the two blanks in the stock phrase 

y tends to , as x tends to 

The second blank is at onr choice ; the first blank is then determined 
from the behaviour of the function. 

The following definitions include all the cases of the limit of a 
function y=f{x) which is explicit and single-valued.* 

(1) The limits of f{x) as x->±oo , 

For the limit of the function as x tends to infinity, we observe the 
behaviour of the sequence of values of the function corresponding to 
a selected sequence of indefinitely increasing (positive) values of x. 
There are four possibilities : 

(а) The values of f{x) may be positive and becoming larger and 
larger as x increases. The value of f(x) can be made to exceed any 
given number, no matter how large, simply by allotting a sufiiciently 
large value to x. Here, we say that '' f{x) tends to infinity as x tends 
to infinity a phrase which can be symbolised 

/(rr)-^oo as x->co or Lhn f{x) = <x), 

aj-^oo 

In this case, the curve y=f{x) rises indefinitely to the right (the axis 
Ox being horizontal) as shown in curve (a) of Fig. 31. 

(б) The value of f{x) may be negative and numerically larger and 
larger as x increases. This case is similar to the first and we say that 
“ f{x) tends to minus infinity as x tends to infinity the symbolic 
expression for which is 

f{x)->- CO as x-^(X) or Lim f(x) =- 00 . 

The curve y=f{x) now falls indefinitely to the right (see curve (6) 
of Fig. 31). 

(c) The values of f{x) may form a sequence approaching a definite 
value A as x increases. The value off{x) can be made to differ from A 
by as little as we please simply by aUotttng to a; a sufficiently large 
value. Here we say that f{x) tends to the limit A as a; tends to 
infinity ” and we write 

f{x)-^X as X’->(x> . or Lim f{x)=X. 

a;~>oo 

* The defimtions given here, though clear enough in a general way, are not 
sufficiently rigorous from a purely analytical point of view. For more precise 
definitions, see Hardy, op. ciL, pp. 162-8. See also Examples IV, 19 and 20. 
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The curve y=f{x) now approaches nearer and nearer (from one side 
or the other) the fixed horizontal line 2/=A as we move indefinitely 
far to the right (see curve (c) of Fig. 31). 

{d) The values of f{x) may behave in none of the previous three 
ways, oscillating without settling down to any “ trend ” as x in- 
creases. In this case, the function f{z) has no limiting value as x 
tends to infinity and the curve y =f{x) continues its finite oscillations 
as we proceed indefinitely to the right (see ciirve (d) of Fig. 31). 





The following examples illustrate this class of hmits : 


1 

X 




2a: -fl 


as 

a;-> oG ; 

x-1 

as 

; 

as 

x->cc ; 


as 

a;"->oo ; 

as 

x-^<x > ; 

Uo 

as 



The limi t of f{x) as x tends to minus infinity is defined and denoted 
in similar ways. For example : 

1-i-^l as x-^-<x>; a;® -3a: -3 ^- 00 as a:->-oo . 

X • 
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(2) The limits of f (x) as x->a. 

The problem of definition here is to trace the behaviour of 
the values of f{x) as the variable x is allotted a sequence of 
values approaching nearer and nearer to the given value x — a. In 
no case does x ever actually attain the value x=^a in the limiting 
process. 

Suppose, first, that the a;-sequence approaches x — a only through 
values greater than a. The corresponding sequence of values of f{x) 
is subject to the same four possibilities as before, i.e. the function 
f{x) can tend to infinity, to minus infimity, to a finite limit A or to no 
limit at all as x approaches a through values greater than a. The 
symbolic notation here is similar to that adopted above, the phrase 
X tends to through values greater than a ’’ being used and written 
x~~>a 4- For example, 

/(r)->A as x-^a-Y or Lim /(r)=A 

indicates the case where /(r) tends to the limit A. 

Similar remarks apply when the rr-sequence is taken through 
values less than a. Here, x tends to a through values less than a 
(written x-^a - ) and we have, for example, 

f{x)~>X as x->a- or Lim /(r)=A. 

Finally, if it is found that f{x) tends to the same limit as + 
and as we say that f{x) tends to this limit as a; tends to a 

(written x->a). So, for example, 

f(x)-^X as x~>a or Lim f{x)=X 

implies that f(x) tends to the limit X as x tends to a through values 
both greater and less than a. This is the most important case in this 
class of limits. If the limits as x~->a + and as x-^a - are different, 
it is not possible to combine them in one notation. The diagrammatic 
significance of limits as x tends to a is shown in Fig 32, which exhibit 
the curve y=f {x) in the neighbourhood of the point x==a. In the 
cases of curves (a) and (6), f{x) has a single limit as x~->a, the limit 
being finite in one case and infinite in the other. In the cases of 
curves (c) and (d), the limits as x->a + and as x-^a - are different, 
both being finite in one case and both being infinite in the 
other. 
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The following examples illustrate the possibilities ; 


s 

t 

as 

o 

t 

X 

as 

o 

t 

3 

>00 

X 

as 

X — -|- 5 

2a; +1 

™>oo 

a* - 1 

as 

a— >1 4 - 1 

— 00 

as 

0 

1 

— > ~ 00 

as 

a-->l ■— , 


The step-function of Ex. 7 of 2.1 above gives 

y->l as a;->3+ and y->6 as ir->3- . 
All the cases of Fig. 32 are illustrated by these examples. 




4.4 Limiting and approximate values. 

It is important to point out and emphasise the connection between 
limiting and approximate values. If a sequence of numbers tends 
to a finite limit, then, by definition, the numbers of the sequence 
approach nearer and nearer to the limiting value without ever at- 
taining it. It follows that any number of the sequence is an approxi- 
mate value of the limit, and conversely. Further, the approximation 
becomes closer the farther advanced in the sequence is the number 
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taken. Thus, no number of the sequence 

12 3 4 5 §, 

2 9 "39 49 59 69 79 

is ever equal to the limit 1. But 1 is an approximate value of any 
number of the sequence, and the farther we proceed through the 
sequence the closer is the approximation. 

Similar remarks apply when we come to the case of a limit of a 
function. To fix ideas, suppose the function f{x) tends to a finite 
limit A as a: tends to infinity, i.e. the value of f{x) approaches, but 
never attains, the value A as rr increases indefinitely. It follows that 
A is an approximate value of the function f{x) when x is large and 
the approximation becomes closer as we allot larger values to x. 
For example, since we know that 

+1 

; — >2 as x~>ao, 

x-l 

it follows that this expression is approximately equal to 2 when the 
value of X is large. And the larger the value of x taken, the better 
is the approximation. To check this statement, put a; = 100 : 


2x -hi 
x-^l 


201 

99 


2-0303 



which is within 0*04 of the Hmiting value 2. 

The limit of a function is thus an abstract notion in the sense that 


the function never attains its limiting value. On the other hand, 
this abstract notion is precise and does correspond to a mathemati- 
cally significant property of the function. One of the main uses of 
the limiting concept is derived from the definition ; the limiting value 
serves as an approximate value of the function for large values of x 
(if the limit is obtained as x tends to infinity) or for values of x near 
a (if the limit is obtained as x tends to a). In short, the precise 
notion of a limit covers the vaguer notions of approximate values. 

In conclusion, it is hardly necessary to stress the fact that the 
symbol oo ” which appears in the symbolic expression of certain 
limits does not stand for a number infinity The symbol means 
nothing by itself and must never be detached from its context. The 
phrase x tends to infinity ”, or its symbolic expression x~>ao ”, 
is to be taken as a whole ; it is simply a convenient way of expressing 
the fact that the variable x is being allotted a sequence of larger and 
larger values and that the corresponding variation in the value 
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of the function is under observation. Similarly, when we use the 
phrase f{x) tends to infinity we must remember that the values 
of f{x), however large they may be, are always finite values. The 
development here given of infinite linaits involves only finite numbers 
together with the idea of processes which can be applied to finite 
numbers repeatedly and without end. 


4.5 Some properties of limits. 

Two' single- valued functions (f>{x) and ip{x) are given and it is 
found that {x) A and ifj (x)^fi a.s x-xxi , where A and ft are finite 
values. The following results can then be established : 

(1) (f>{x) +ilt{x)~>X-\-iJL as a;->oo. 

(2) ^{x) ‘-ijj{x)->X-fi as 07^00. 

(3) (j) (x) . tfj (x) X[M as x~>cc. 

From our definitions of hmits, it appears that these results are 
too obvious to need formal proof. Since the value of (f> (z) approaches 
nearer and nearer to the -value A, and iff{x) nearer and nearer to the 
value /X, the value of (e.g.) the sum of these two functions must 
approach nearer and nearer to the value (A as a; increases 
indefinitely. Hence, (A+ju.) must be the limit of {(l>{x) + i(f(x)} SbS 
x tends to infinity. Exactly equivalent results hold for limits as x 
tends to minus infinity or to a finite value a. Further, the results 
extend, in an obvious way, for cases of sums, differences and pro- 
ducts or quotients involving more than two functions.* 

We are now able to evaluate the limit of a complicated function, 
making use only of the limits of the simpler functions included in its 
expression and the general results set out above. The method is 
illustrated by the following examples : 


Ex. 1. The constant value 2 has, of course, the limit 2 as x-^co. , 
3 

The function - ->0 as a;->oo . Hence, by result (1), 

X 

3 

2 +“->2 as a: -^ 00 . 

X 


* With more strict definitions of limits (see 4.3, footnote), the resnlfcs 
here given are rigidly proved only with some difficulty. See Hardy, op* cit., 
pp. 125-30. 

G 
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9 t 4- 1 1 

Ex. 2. We know that and 1 >1 as *t->oo. But 

.T -1 

a;^ + 3a;”l__2a; + l a;~l_ 2a; + l A ... 

rr a?“l a 

From result (2), it follows that 




- 1 ) 


-> 1 as cc 00 . 


Ex. 3, Since. — — ->2 and -->0 as x ->oo , the result (3) shows that 
a: ~ 1 X 


2x + l 


x(x-l) 


->0 as x->oo . 


It is to be noticed that the results do not necessarily hold when 
the limit of either of the functions (f>(x) and i/f(x) is inhnite. If, for 
example, both functions tend to infinity as x tends to infinity, then 
we can deduce nothing about the limit of the quotient of the 
functions. Numerator and denominator both increase indefinitely 
as X increases and the quotient can vary in diverse ways according to 
the forms of the two functions. If <^(x) =2ip{x) the quotient has the 
limit 2, while if ^ {x) = (x) the quotient has the limit And there 
are many other possibilities. Care must be taken, therefore, in the 
use of the above results to avoid reaching fallacious conclusions 
about limits of functions made up of simpler functions with infinite 
limits. 

4.6 The continuity of functions. 

The definition of a function is based on the correspondence be- 
tween values of two variables ; to each value of one variable there 
corresponds a definite set of values of the other variable. The 
variables themselves may be continuous (in the sense that the 
number system is continuous) or they may be discontinuous. But 
the definition of the function is quite independent of any idea of 
continuity. The substitution of a value of one variable in the func- 
tion, to give the corresponding values of the second variable, is quite 
independent of the substitution of other values. 

The step we now propose to. take is to extend the idea of con- 
tinuity to qualify functions, to distinguish between functions which 
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are continuous and functions which are discontinuous. The distinc- 
tion can be expressed, in a rough preliminary way, by saying that a 
function is only continuous if the related variables vary continmusly 
together. The variables must be separately capable of continuous 
variation. But tliis is not enough ; the continuous variation of the 
two variables must be synchronised. 

The discussion is again restricted to the ease of a single-valued 
function of a continuous variable: y=^f{x). The general idea of a 
continuous function applies to the function as a whole and involves 
the continuous variation of as rr .varies continuously. When we 
attempt to formulate a precise mathematical definition, however, we 
find it necessary to define first the concept of continuity a pointy 
i.e, at one value of x. Point continuity is mathematically more 
significant than general continuity. 

The first requisite for the continuity of the function at the point 
ir =a is that /(.r) should be defined both for the value x~a and for 
all values of x near x=a. There are now several possibilities con- 
cerning the variation of f(x) as x approaches x==am relation to the 
value f{a) assumed at x=a, Fhstly, f(x) may tend to no limiting 
value or to two different limiting values as x tends to a from one side 
and from the other. Secondly, f{x) may tend to a definite limiting 
value as x tends to a from either side but this limit is different from 
f{a). Thirdly, f{x) may tend to the value /(a) as x tends to a from 
either side. It is only in the third case that the function is described 
as continuous at a; = a. 

In diagrammatic terms, the fimction y~f (x) is represented by a 
curve in the plane Oxy which is cut by lines parallel to Oy in single 
points. Two conditions are needed if the curve is to be continuous 
at the point where x=a. Firstly, there must be a definite point P 
on the curve at rr=a ; there can be no gap in the curve. Secondly, 
as we move along the curve towards the value x=a, we must arrive 
at this point P whether we approach from one side or the other ; 
there can be no jump in the curve as we pass through P. A curve is 
continuous at a point x—a^ therefore, if there is neither a gap nor a 
jump in the curve at the point. In Fig. S2, the curve (a) is the only 
one which is continuous at x=a. Curves (b) and {d) are discon- 
tinuous because there is a gap in the curve at the point, and the 
curve (c) because there is a jump in the curve. 
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The formal definition of continuity of a function at a point is ; 

Defikitioh : The function y=f{x) is continuous at x==a if 

(1) /(<x) exists and is finite ; 

(2) f {x) exists and is finite at all values of x near x^ain such a 

way that Lim fix)=f{a). 

The definition is equivalent to the identity of limit and value of f (x) 
at the point, and it is essential to see the necessity of the two con- 
ditions — tha>tf(x) assumes a definite value /(a) at the point and that 
f{x) tends to the same value as x approaches a from either side. The 
conditions correspond to the diagrammatic conditions that the curve 
y=f{x) should have neither gap nor jump at the point in question. 

It is now a simple matter to extend the definition to include con- 
tinuity of a function in general. A function is continuous over a 
range of values of rc if it is continuous at every point of the range. 
On the other hand, a function is not continuous if it exhibits at least 
one point of discontinuity m the relevant range. 

4.7 Illustrations of continuity and discontinmty of functions. 

If a function is continuous over a range, it is continuous at every 
point of the range and can be represented by a curve which has no 
gaps and no jumps in the range concerned. This implies, roughly 
speaking, that the curve can be drawn graphically on squared paper 
without taking pencil point from paper. It is important, however, 
to stress the fact that a continuous curve is not necessarily a 
smooth ” curve (using the everyday meaning of the term 
smooth ”). Smoothness is, in fact, more Hmited than continuity.* 
In Fig. 33, the curves {a) and (6) are both continuous over the whole 
range. The first of these, the parabola y = \{x^ +Zx-2)^ is smooth 
as well as continuous. The second is the curve drawn from the 
equation jr = l - 1)^ and it is continuous since it can be drawn 
without taking pencil from paper. But it is not smooth in the usual 
sense since it has a sharp point ” at the point where x=^l. 

If a function is discontinuous in a range, it must have at least one 
point of discontinuity where one or other of the conditions for con- 

* Smoothness of a cxirve is a concept connected with the derivative of 
the function (see 6.5 below). 
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tinuity fails to obtain. In diagrammatic terms, the cnrve represent- 
ing the function has at least one gap or jump somewhere in the range 
concerned. The most important example of a discontinuity arising 
from the non-existence of some point on the curve, i.e. by reason of 
a gap in the curve, is that of an infinite discontinuity. The value of 
the function y~f{x) at such a point x—ais infinite in the sense that 
fix)-^±cc as x-^a. The curve “ goes off to infinity ” as we approach 
the point from either side. This kind of discontinuity is of frequent 
appearance even when we consider quite ordinary algebraic functions. 




The function which represents a rectangular hyperbola with asymp- 
totes parallel to the axes (i.e. the function which is the ratio of two 
linear expressions in x) always includes one infinite discontinuity, at 
the point where we have the vertical asymptote of the curve. The 
curve (c) of Fig. 33 shows a rectangular hyperbola with an infinite 
discontinuity B,t x = l. Infinite discontinuities may be troublesome 
but they can be allowed for, in mathematical analysis, by the device 
of infinite limits. 

The case where the discontinuity arises because of a jump in the 


102 ' MATHEMATICAL ANALYSIS EOR ECONOMISTS . 

curve is very different. The curve (d) of Eig. 33, corresponding to 
the step-function of Ex. 7 of 2.1' above, displays six points of dis- 
continuity of the '' jump ” kind. Such a discontinuous function is 
clearly of little service in mathematical analysis, and it cannot be 
represented 'by a simple analytical formula of the kind we usually 
consider in mathematical work. But, as we shall see in the following 
chapter, it is the kind of function that applies most closely to many 
problems of economics and other sciences. We are here faced with 
the difficulty that the functions most suitable for the description of 
economic phenomena are often those which are most inconvenient 
from the point of view of mathematical analysis. Some way 
out of this difficulty of the discontinuous element m economics 
must be found if the full power of mathematical analysis is to be 
applied. 

4.8 Multi-valued functions. 

Limits and continuity have been discussed above only in relation 
to single-valued functions. It is possible, however, to extend the 
definitions to apply to functions which are multi-valued and given 
in implicit form. Since no essentially new ideas are involved, it is 
not necessary here to consider the extended definitions in detail. A 
brief general accomit is all that is required. 

An implicit relation between a; and y usually gives y as a multi- 
valued function of a;. The ideas of limits and continuity, as applied 
to such a function, necessitate the separate treatment of each of the 
several values of y that correspond to any given value of x. If the 
function is easily divisible into a number of distinct branches ” each 
of which is single-valued (see 2.4 above), there is little difficulty. 
The limit of each branch ” of the function, as x tends to infinity 
or to a definite value a, is defined as before and so the limits of 
the whole function are described. Further, each '' branch ’’ can be 
considered separately from the point of view of continuity. All 
'' branches ’’ may be continuous or one or more " branches ” may 
show points of discontinuity. 

In diagrammatic terms, taking the axis Ox as horizontal, the curve 
representing y as a multi-valued function of a: shows several " sec- 
tions ” in vertical line with each other. Each " section ” corresponds 
to one single-valued " branch ’’ of the function. All sections may be 
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coiitiiiiious and fit on to each other in such a way that the whole 
curve can be drawn without taking pencil from paper. On the other 
hand, points of discontinuity (whether of the infinite or ‘'Jump/* 
kind) may appear on one or more sections of the curve. 

To take an actual example, the relation — ^ defines y as a 

double-valued function of x with the single-valued branches , ; , 


y = Jx^~9 and y= -stx^-9, / 

where we can consider x as taking values numerically greater than S. 
Each branch is found to be continuous at all points. For the first 
branch, 2 /->qo as x-^±co. For the second branch, as 

x-^^co . Fig. 34 shows the graph of the function and illustrates the 
fact that it is a continuous function 
with the specified limiting ten- 
dencies. The curve is an example 
of a rectangular hyperbola but the 
asymptotes of the curve (shown 
by broken lines in Fig. 34) are not 
parallel to the axes of co-ordin- 
ates. The double-valued function 
corresponding to the 
circle of Fig. 6, can be shown to be 
contitiuous in the same way. 

When a multi-valued function 
cannot be divided easily into dis- 
tinct " branches **, some difficulties emerge. But the ideas of limits 
and continuity still apply in general. We can instance the triple- 
valued function +y^ - 3xy = 0\ The graph of this function (Fig. 7) 
indicates that it is continuous, being a looped curve with three 
sections fitting continuously on to each other. 



EXAMPLES IV 
Limits of functions 

1, By giving x an arbitrary sequence of increasing positive values, find 
the limit, as a ; ->00 , of each of the following functions : 

1 ,1-x 1-07^ 207^+0? + 1 ■ l+2^+3a;^ 

2xTi’ T+x" 1+2x" 6x^+x~- 2* l-h2x-5x^' 

Illustrate graphically. Are the same limits obtained as -oo ? 
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2 . 


What are the limits, as a;->oo , 
x + l + l 


(«■) 


3a; -1’ 


(5) 


a; - 1 


(c) 


of the functions : 

+03 - 2 ^ 

Sx^^4x + V ^ ^ 


2x^ + 3a; + 1 ^ 

3a;^ -407 + 1 


Noticing that (c) is the sum of (a) and (5), and that (d) is the product of 
(a) and (6), verify the general results that the Imiit of a sum or product is 
the sum or prodxict of the separate limits. 


3. Explain why the limit, as x-^co, of 
multiplying the limits of (a; + 1) and j • 


07 + 1 

3a; ~1 


cannot be obtained by 


4. Show that 


a;-l_a;®-2 l+a;-a;^ 

a; + 2 a7 + 2~^ a; + 2 


X — I 

Why cannot the limit, as a;->co , of — — ~ be deduced as the sum of the limits 
of the other two expressions ? x + 2 


5. Show that ~ as a;->oo . What percentage error is involved by 
4a; - 3 4 

taking |- as the value of this expression in x when a; = 10 and when a; = 100? 
How large must x be for the expression to differ from | by less than *005 ? 


6. Establish the general result that, as a;->oo , 


(XjX + 

CL 2 X +&2 ^2 

by writing numerator* and denominator as x (^ai ^ respec- 

tively and by using the general results for the limits of sums, products and 
quotients. Check the validity of the general result by reference to the 
particular cases given in previous examples. 


7. Find an expression for the diference between and ~ and show 

a^x+bz 

that it tends to zero as a;~>oo . Hence deduce the general result of the previous 
example. 


8. By methods similar to those of the previous two examples, show that 


a^x^ + biX+Ci a 

0207^+62^+^2 


-- as x-^ 00 . 


What modifications are necessary when Oj or Og is zero ? Check this result 
by reference to the particular cases of the first two examples above. 


9. If 2 / = ctx^ + 6a; + c, show that y - 
affect the result? 


00 as a7~>Qo . How does the sign of a 


10. If X is positive and 2/=2a?-3+-, show that as 07 and as 

OS 

x-^co , Verify that these results can be obtained by adding the limits of 
(207 - 3) and - evaluated separately. 


11. A relation between 07 and y is defined by 07=^^, y=:2t Show that 
a7-»oo as 2 /~>oo , and conversely. Can an exact meaning be attached to the 
statement that x tends to infinity “ faster ” than y? 
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12, Show that -{(1 + 03 )^ - 1}->3 as 
^ 1 

as x-^0 of the expression -{(a - a®}. 


Generalise by finding the limit 


13. Show that ~ as x->0, and generalise by finding the 

»33 \ i "i" ir y 

rr \a + a; a/ 


limit of 


as a3->0. 


14. What error is involved by taking - 1 as the value of i f- 
= 0T and when 03 =0-01 ? a3 11 


i-4 

+ 03 j 


when 


15. Verify that -{1 ~ n/1 - 03 } is equal to the reciprocal of {I + Vl -o:} as 

^ I 

long as 03:+ 0. Deduce that, as 03 ->0, -{1 - Vl - By a similar method, 

1 ^ 

show that -{vl +03 - V 1 ~03}-~>l as 03-*>0. 

(C 


16. A lead shot is allowed to fall in a vacuum. It is known that the shot 
falls 16 o 3^ feet in x seconds. Find an expression for the average number of 
feet fallen per second between the ath and the (a+03)th second. Find the 
limit of the expression as 03->0 and give a meaning to this limit. 

17. P is the point with abscissa a, and Q the point with abscissa (a+x) on 
the curve y=x^. The line through P parallel to Ox cuts the line through Q 
parallel to Oy in the point L. The ratio of LQ to PL is the gradient of the 
chord PQ. Find an expression for this gradient in terms of a and x, evaluate 
its limit as and explain the meaning of the limit. 

,{The results of this and the previous example illustrate problems of funda- 
mental importance in the development of the following chapters.) 

18. A right-angled triangle has two equal sides of 1 inch. One of these 
sides is drawn horizontally and divided into (ri + 1) equal portions. On each 
of the portions after the first a rectangle is formed with height equal to the 
vertical distance from the left-hand end of the portion to the hypotenuse of 
the triangle. Find an expression for the sum of the rectangle areas and 
evaluate the limit of the sum as n - 5-00 . WThat is the meaning of the limiting 
value? 


19. Show that a more rigid definition of the idea of a limit of a fxmction is 
provided by the following : 

The fxmction f{x) tends to the limit A as a; tends to a if, for any selected 
small quantity c, we can find a small interval a-”S<ar<a + S such that 
{f{x) -X} is numerically less than e for any x of the interval. 

20. In the same way, examine the more rigid defibaition : 

The fxmction /(a ;) -> 00 as a3->oo if, for any quantity b no matter how large, 
we can find a quantity a so that /(a:) >b for all values of 03 > a. 


Continuity of functions 
1 a3 

21. Examine the fxmction y = from the point of view of continuity and 

illustrate graphically, 

22. From the fxmction xy -^^x +y -1-0, find the limit of 2 / as x-^ - I, and 
the limit of 03 as 2 /“^ 1. Wliat* restriction mxist be added to the statement that 
2 / is a continuous fxmction of x, and conversely? 
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23. In the general relation type axy + 6£i; + cy -f- d = 0, show that y is a single - 
valued function of a; which is continuous except for an infinite discontinuity 
at one point. Show also that x is a similar function of y. Relate the result 
to the properties of the rectangular hyperbola. 

X 1. 

24. For what values of x does y=- — ^ tend to infinity? Indicate 
the form of the graph of the function and describe its discontinuities. 

25. What are the discontinuities of the fimotion 

2x^ + Sx + l^ 

y 

Illustrate graphically. 


3a;^ - 4a? + 1 


26. Show that the function y~ 


a-ipc^ +5ia7 4' CjL 


never tends to infinity if 


agO?- + h^x 4- Cg 

62^< 4a2<52J Q-nd tends to infinity for two values of x if >4^202. Examine 
also the case where Interpret in terms of the continuity of the 

function. 


^2 _ 1 

27. Show that y is continuous except at a? = 1. What is the nature 

of the discontinuity at this point? Show that the function becomes com- 
pletely continuous if the value 2/ =2 at a; = 1 is inserted. 


28. Describe the discontinuities of the step-function, illustrating witli the 
function defined by the table : 


0=^a?<4 

4^ a?<6 

6 x< 10 

y=0 

2/ = 5 

y = 10 


29. The function /(ic) is defined as taking the value x when x is positive and 
the value ( - rr) when x is negative. Deduce that tlie function is continuous 
but has a “ sharp point ” where a? = 0. 


30. If a is a fixed positive number and if 7i-~>co through integral values, 

show that if a< 1 and that a^-»oD if a>l. What can bo said of tlio 

ease'a = 1 ? Deduce the limit of — as n->oo for various fixed values of a, 

1+a" 

31. The function f{x) is defined as taking its value from the limit of — 

1 + 0?’* 

as n tends to infinity. Describe the variation of the function for positive 
values of x and illustrate graphically. Show that the function is discontinuous 
ata? = l. What is the nature of the discontinuity ? 

32. Draw the graph of the function 4a;=^ + = 36 and show that it repre- 

sents a continuous oval curve. 

33. The relation (1 -xy^ = 0 defines y as a double-valued function of x. 
Obtain the two single-valued “ branches ” and draw the graph of the function, 
showing that the curve is continuous with a “ sharp point ” at (1, 0). What 
are the limits of y as a? ^ 0 ? 

34. Show that the curve representing the double-valued function 

can be taken as continuous, except that there is a point (1, 0) which must be 
regarded as a part of the curve but completely* separate from all other parts 
of the curve. 


CHAPTER V 


FUNCTIONS AND DIAGRAMS IN ECONOMIC THEORY 
5,1 Introduction. 

Ecoisro MiQS is an analytical study, concerned with the relations that 
exist, or can he assumed to exist, between quantities which are 
numerically measurable. As instances of variable quantities in 
economics, we need refer only to prices, interest rates, incomes, 
costs of production, amounts of goods bought or sold on a market 
and amounts of factors of production employed by a firm or industry. 
Some of these quantities can be measured in physical or natural ’’ 
units, others only in money or value ” units. The relevant point 
here is that they are measurable in some units. There are, however, 
other concepts of considerable importance in economics, concepts 
which are ordered magnitudes rather than measurable quantities and 
which can only be represented by '' indicators ” or '‘ index-numbers 
All concepts of "utihty” or "satisfaction” are of this nature, as 
are notions of the general level of prices or production. But, for the 
moment, we content ourselves with the fact that economic measur- 
able quantities exist and leave the "ordinal” concepts for later 
consideration. 

It follows that there can be no doubt that mathematical methods 
are possible in economics and that economic relations are expressible 
by means of mathematical functions. Whether it is helpful to intro- 
duce the mathematical technique is another question and it is not 
proposed to devote any space here to a discussion of this purely 
methodological matter. It ^ jufficient that mathematical analysis 
is applicable and can be called into service when convenient. 

An important point is that the relations of economics, and the 
functions wdiich express them, are usually of unspecified or unknown 
form . It is not often that we can say that an economic function is 
(e.g.) of linear or quadratic form, though it is sometimes convenient 
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to assume that it can be approximately represented in one of these 
ways. Even in the most general case, however, the economic con- 
ditions of the problem impose certain limitations on the form of the 
functions. By considering the economic nature of our problem, we 
are usually able to say that the function concerned has the 
matical property (e.g.) of being single-valued and decreasing, or of 
being represented by a U-shaped curve. And this is enough for the 
profitable use of mathematical analysis. 

Amalytical methods, then, are directly applicable to economic 
problems. But diagrammatic methods are also of great service. 
Any economic problem capable of symbolic representation can, in 
general, be illustrated with the aid of diagrams, p^i^re is a curve 
corresponding to each function we use to interpret a relation between 
two economic variables ; we have demand or cost curves as well as 
demand or cost functions. Diagrams displaying the properties of 
such curves and relating one curve to another are extremely useful. 
At least they throw into prominence just those points we are attempt- 
ing to make in our main argument. 

We can now pass to a consideration of some of the functions and 
curves commonly employed in economic analysis, stressing* their 
general forms and giving an indication of the more limited forms to 
be assumed in normal ” cases. Each problem must be considered 
on its own merits and allowed to dictate what is or is not to be 
regarded as normal Mathematics is the servant of the sciences, 
not - the master. The present chapter is divided into two main 
sections. In the first section, we are concerned with those economic 
functions which are expressible directly in explicit and single-valued 
form, with demand and cost functions in particular. In the second 
section, we pass to more complicated cases where the economic 
functions employed appear in implicit, and not necessarily single- 
valued, form. Here we are concerned with function types and 
curve systems (see 3.7 above) as applied in the interpretation of 
“ indifierence maps 

5.2 Demand functions and curves. 

Our first problem is to express, in symbolic and diagrammatic 
form, the conditions of demand on a consumers’ goods market. We 
Emit our discussion to the case where there is pwe competition 
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amongst consumers, where (to use Professor Frisch's term) each 
consumer acts only as a '' quantity adjus^ This case occurs 
when no individual consumer has any direct influence on market 
prices (which are the same for all consumers), each consumer beiug 
able to choose only the amounts of the various goods he will take at 
the ruling prices. In other cases (e.g. when consumers have some 
direct influence on prices), the construction of the demand relations, 
on the lines described below, automatically breaks down. 

Consider the amount of a definite good X demanded by a market 
consisting of a definite group of consumers. In order to obtain a 
simple representation of the demand for we must assume that 

(1) the mmfier of consumers in the group, 

(2) the tastes or preferences of each individual consumer for all 

the goods on the market, ^ 

(3) the income of each individual consumer, and \ ‘ 

(4) the prices of all goods other than X itself / ^ 

are fixed and known. The amount oiX each consumer wiU take can 
then "Be considered as uniquely dependent on the price of X ruling 
on the market. By addition, it follows that the total amount of X 
demanded by the market depends uniquely on the market price 
of X. The demand for X can only change if its market price varies. 

This expression of market conditions can be translated at once 
into symbolic form. Let f denote, in definite units, the market 
grice of X, and let x denote, in definite units, the amount of X 
demanded By the market. Then a; is a single-valued function of 

which can be written, in general, in the symbolic form : 

x = ^{p) \ the demand function ioT X. 

The variables x and p take only positive values. 

The demand function can be represented as a demand curve in a 
plane referred to axes Op and Ox along which prices and 'demands^ 
are respectively measured. Since we have taken price as the inde- 
pendent variable, we should, according to the mathematical con- 
vention, draw the axis Op horizontally. Since the days of Marshall, 
however, the economic convention has been otherwise and the axis 
Op has'^been taken vertical. We shah, here adopt the economic con- 
vention and aU the demand curves we use are referred to a vertical 
price axis. 
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It must be emphasised, at the very outset, that the demand 
relation is a completely static one and does not refer to changes in 
demand over time. The demand function and curve assume a fixed 
situation in which a set of alternative and hypothetical prices are 
given. These prices cannot be taken as those actually ruling on a 
market at successive points of time. 

The demand function and curve can only be specified if the four 
factors given above are known. The /om of the function and the 
shape of the curve depend on these factors ; if changes occur in any 
of the factors, then the whole form of the demand function and curve 
changes. We can describe this^by saying that a change in any 
one of the factors causes a shift in the position of the demand curve, 
the new demand curve being diflFerent, in shape and location, from 
the old in a way dependent on the nature of the change assumed in 
the factor. A shift in demand, corresponding to a change in the 
demand situation as a whole, must be carefully distinguished from a 
move along a given demand curve. The former implies a change of 
data and may easily take place over time : the demand curve can 
shift over time. The latter implies a hypothetical and non-teihporal 
change in price in a given situation. Another way of putting the 
point is to say that the demand function x = ^{p) has form depend- 
ent on a number of parameterSj e.g. the number of consumers, their 
incomes and tastes and the prices of other goods. The parameters 
are fixed for one demand function ; they assume different values 
only for a shift of demand, for a change in the whole demand 
relation. 

To take an illustrative case, suppose the market demand curve for 
sugar has been fixed. The population now increases, the consumers’ 
tastes change in favour of sugar, the prices of tea and coffee fall and 
the income distribution changes so that the poor have more and the 
rich less to spend. We can say that the demand for sugar, at any 
one price whatever, is greater now than it was before. The whole 
demand curve for sugar has ^M^d to the right. 

We must now examine the general nature of the demand function 
and curve in the light of the economic conditions of demand. The 
first point that arises here concerns the con tinuity of the variables 
X and p and the demand fTOcrf/ip^x itself and it is worth while treating 
this point at some length since our remarks apply, with little modifi- 
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cation, to other fiinctions introduced later. It would appear that 
the demand for (e.g.) sugar can only be defined for a liiiiited miiiiber 
of isolated prices, for (say) prices at halfpenny intervals from id. to 
6d. per lb. Given the relevant data, the demand curve ’’ for sugar 
then consists of an isolated set of points in the plane Ox-p, The 
adoption of such a discontinuous representation is clearly incon- 
venient for a theoretical and mathematical development of the 
demand problem. Can price be taken, for theoretical purposes, as 
a continuous variable ? There is certainly nothing logically kicon- 
sistent in the notion of a continuously variable price. Further, an 
examination of actual practice shows that prices are less discontinu- 
ous than they appear at first sight. Sugar may be quoted at 2|d. 
or 3d. per lb. But it is possible to insert intermediate prices by 
quoting sugar at two lbs. for 5|d. ; at three lbs. for 8d. or 8|d. ; at 
five lbs. for Is. Id., Is. IJd., Is. 2d. or Is. 2Jd. ; and so on. Hence, 
unless there are strong reasons to the contrary, it can be safely 
assumed that the price hi a demand relation is a continuous variable 
taking all positive values. The 
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demand is then uniquely deter- 
mined for each price of this 
continuous range. 

But, even when p varies con- 
tinuously, it does not neces- 
sarily follow that X. varies 
continuously with p, i.e. that 
the demand function is con- 
tinuous. On the contrary, it 
is reasonable to assume that 
demand varies by a series of 
''jumps” as price increases 
continuously. Demand may be insensitive to small price changes and 
" jumps ” only when price has increased by a definite amount. In 
this case, the demand function has "jump” discontinuities at 
certain prices and is a step-function of the land already considered. 
The demand curve takes the form illustrated in Pig. 35. 

It is clearly convenient, for theoretical purposes, to assume that 
the demand function and curve are continuous, that demand varies 
conthiuously with price. There is, at least, nothing that violates our 


Fig. 35. 
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logical sense in this assumption. And it is reasonable to suppose that 
any actual demand conditions, for a large market at least, can be 
‘' fitted ” sufficiently weU by a continuous demand curve for the 
latter to be assumed. Fig. 35 illustrates a hypothetical fitting of a 
continuous demand curve. It is not proposed, however, to consider 
here the " fit ” of a continuous demand curve to actual data, even 
if such data can be obtained. We need only notice the convenience 
of the continuous demand function for theoretical purposes and point 
out the limitations of this continuity assumption. We proceed, there- 
fore, on the assumption that demand is a continuous function of a 
continuously variable price| The* assumption is made for purposes 
of mathematical convenience ; it can be given up, if necessary, at 
the cost of considerable complications in the theory. 

5.3 Particular demand functions and curves. ® 

We come now to an assumption of very different nature from that 
of continuity. It is assumed that the larger is the price the smaller 
is the market demand for the good concerned. The validity of this 
assumption must be examined, in the light of actual conditions, in 
each particular case. In some cases of demand, as Marshall has 
pointed out following Giffen, it is certainly not valid. But it is 
surely appropriate to all usual or " normal ’’ cases of demand. Our 
mam development can thus proceed on this assumption of falling 
demand, and the theory can be modified where necessary to meet 
any exceptional cases that arise, j 
The assumption implies that z decreases as p increases, i.e. that f 
the demand function is monotonic decreasing. It follows that the ' 
inverse function is also monotonic decreasing. We can take either^ 
demand as dependent on price, or conversely : 

x = and p = ijj{x). 

Here, both functions are single-valued, continuous and monotonic 
decreasing. In diagrammatic terms, the demand curve falls con- 
tinuously from left to right and it has the same general appearance 
whether we take Op horizontally or (as we do here) vertically. 

Further restrictions on the form of the demand relation can now 
be added according to the particular requirements of the demand 
problem considered. Fig. 36 shows three general demand curves in 
certain h 5 q)othetical and illustrative cases. The first curve I)i is 
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taken to represent tlie demand of a single family for sngar.*** The 
price is measured in pence _per -lb. and the demand in lbs, per month 
per adult member of the family. No sugar is demanded at prices 
above Is. 3d. per lb. As the price falls, the demand increases slowly 
at first, then rather rapidly and finally (for prices below 2d. per lb.) 



Fig. 36. 

slowly again. The family never demands more than the satura- 
tion ” amoxmt of 17 lbs. per adult per month. The demand curve 
cuts both axes and is first convex and then concave to the price axis. 
The shape of such a family demand curve can vary, of course, over 
a wide range for different families and different goods. The form 
is given merely as a fairly typical example. 

demand curve Dg is illustrative of the demand of a large 
; market for sugar, taken as typical of a good with no closely related 

substitutes. The market demand becomes zero at Is. 9d. per lb., 
no family making any purchases at this or any higher price. The 
demand then increases at an ever increasing rate as the price falls 

i * An “ individual ” demand curve of this kind can be regarded as the 

^ limiting case of a “ market ” demand curve when only one consumer is taken. 

A demand curve, in fact, can be defined for the whole group of consumers or 
for any particular group of them we care to specify. 

H 
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until approximately 80 Mn. lbs. per month are consmned at very low 
prices. The curve cuts both axes and is convex to the price axis at 
all points. As an approximate representation of such a demand, we 
could take a demand curve approaching the axes asymptotically ” 
in the manner of the recta^i^'ular hyperbola (see 3.5 abQve). 

Sugar is a commodity which is well defined and clearly demarcated 
from its nearest substitute (say saccharine or jam). But most com- 
mercial commodities are such that there is, in each case, a number 
of closely allied commodities.* The variation can be obtained in 
many ways, e.g. by change of quality or by trade-marks. The 
demand curve Dg is drawn to illustrate the demand for Player’s 
cigarettes, taken as typical of such a commodity. Assuming that 
the price of competing cigarettes is 6d. per packet of ten (a fixed 
price by our assumptions), the demand for Player’s cigarettes is very 
small at 9d. per packet and increases rapidly as the price falls, 
becoming very large when the price is 5d. per packet or less. The 
demand curve cuts the price axis and, since a small price fall results 
in a large increase in demand, it is nearly parallel to the demand axis 
for most of its course. The curve must cut the demand axis at some 
point, but only when the demand is very large compared with that 
at the price of (say) 6d. per packet. , 

It is often convenient to represent a demand law by a definite type 
of f imc tion, at least as an approximation for a certain range of prices,^ 
The demand curvels then of definite class, e.g. a straight line or a 
parabola. /fThe following function types can be given as examples of ‘ 
suitable demand laws : 

(1) p=a-bx. (2) 

(3) x= — p = 'Ja-bx. (4) 

(Sy x = p=a-hx^. (6) 

(7) x=ae~'^^, i5=bog-. (8) 

0 tXy 

Each of these demand laws satisfies the '' normal ” monotonic de-i 

* I.e. commodities of the kind considered in the economic theoiy of “ mono- 
polistic ” or “ imperfect ” competition. 


X = 


p +C 
a-Jp 


b, p = 


c. 


X +6 

p = {a - bxY, 


x = bp-^ -he, p: 


X - c. 
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creasing condition.'^ The variables x and £ take only positive values 
and a, b and c are positive constants in each case. If actual ntimerical 
demand data are available, it may be possible to fit actual values to 
the constants and to draw a definite graph of the demand curve. 

The demand curve of the first law is a downward sloping straight 
line cutting the price axis at the point where p and with 
gradient (referred to the price axis) numerically equal to 6. If the 
values of a and b are 
changed, then the demand P ^ 

line shifts in position. If 
a alone varies, the line 
is transposed parallel to 
itself. If 6 alone varies, 
the line is rotated about 
the point A on the price 
axis. If both a and b y 
vary, the line shifts by " 
transposition and rota- 
tion. The second demand y 
law is (o^ +c)=a*,/ 

The demand curve is now 

a rectangular hj^perbola with asymptotes parallel to the axes and 



40 60 Bso 

Mn. lbs. per month 

Fig. 37. 




with centre at the point wherel a; — - b and p=^ -c. 1 The curve is 


restricted, of course, to that part bf the rectangular hyperbola in the 
positive quadrant. The demand curve shifts in position when the 
values of a, b and c are varied. Variation in the values of b and c 
alone transposes the curve without change of shape. If 6 decreases, 
for example, then the curve is shifted bodily to the right. Variation 
in the value of a, however, changes the shape of the demand curve. 
Fig. 37 shows actual cases of linear and hyperbolic demand curves 
drawn from the demand laws : 

x = 75-5p or p = 15-ix, 

600 600 

and x~—z -20 or p= 

p+5 ^ ^+20 

In each case, x is the market demand for sugar, in Mn. lbs. per 

month, when the price of sugar is p pence per lb. 

* The last two cases involve exponential and logarithmic expressions (see 
9.8 below). In case (4), x must be limited to the interval 0 ^ x , 
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An important instance of the use of parametric constants is thus 
obtained. If a demand relation is known to be of one of the general 
types quoted above, then the position of the demand curve is fixed 
only when the parameters are given definite values. The values a, 
b and c are constants under given demand conditions. !'But a shift 
in demand results when the parameters are changed m value, the 
nature of the shift depending on the particular change adopted, 
Demand laws such as those giwn above suffice, not only for the 
description of some given demand situation, but also for the shifting 
of the demand situation over time. 

b .4 Total revenue functions and curves. 

The demand for a good X is represented by the two inverse func- 
tions, x = <f> (p) and p = ?/r (x), of th erd^m ^d law. When the demand 
is X and the price p, the product is called the total revenue 

obtainable from this demand and price. It represents the total 
money revenue of the producers supplying the demand and the total 
money outlay of the consumers composing the demand. Now 

R=p<l>{p)=:Xifs{x), 

i.e. R can be expressed either as a function of the price or as a function 
of the output ( = demand). The latter is the more convenient ex- 
pression in most e yes (e.g . in relating demand to cost of production) 
and the functionlB==ir?Ate|is called the total revenue function of the 
given demand law. This function, like the demand function itself,* 
assumes pure competition amongst consumers. The function is 
represented by the lotoZ revenue curve referred to a horizontal axis 
Oo; and a vertical axis OR.* The height of the total revenue curve 
thus measures the total revenue obtainable fromthe output indicated. 

The total revenue function, being obtained from a continuous 
demand function, must itself be continuous. But it is not possible, 
at this stage, to indicate the normal ” form of the total revenue 
function consequent upon the assumption of a monotonic decreasing 
demand function. It will be seen later that the form of the total 
revenue function depends on the concept of |plasticity of demandl(see 
10.7 below). We can simply notice here that J? increases or decreases 

* The fact that Oic is the obvious axis to take as horizontal for the total 
revenue curve is one of the reasons for taking Ox as horizontal for the demand 
curve itself. 
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with increasiiig output according as the demand is (in a very general 
sense) elastic or inelastic. By an elastic demand, for example, we 
mean a demand which increases in greater proportion than the 
corresponding decrease in price. In t^ case, the revenue obtained 
from the demand must increase as the demand increases. 

If the form of the demand law is given, however, it is a simple 
matifer to deduce the form of the total revenue function and curve. 
For example, in the case of the linear demand law bXy We have 

R=ax-bx^. 


This expression can be written in the form 


y.. 


The total revenue curve is thus a parabola with axis vertical and 
; pointing downwards (see 3.4 above). The highest point of the curve 

occurs where Total revenue increases as output increases at 

S 26 ^2 ^ 

’"first, reaches a maximum value - 7 - at the output x = -^ and then 

46 ^ 26 

decreases as output increases further. A total revenue curve of this 
kind, obtained from a linear demand law, is shown in Fig. 44. 

The total revenue curve contains no reference to the price of the 
good. But the price can be read off the curve quite easily. If P is 
the point on the curve at output x=OM, then 








F 




Price can be regarded, in fact, as average revenue, i.e. as the revenue 
per unit of the output concerned. As such, it is measured by the 
gradient of the line joining the origni to the appropriate point on the 
total revenue curve. Since price decreases as demand increases, the 
line OP becomes less and less steep as we move to the right along 
the total revenue curve. 


"0.5 .Cost functions 

The following assumptions are needed to obtain a simple expres- 
sion of the problem of cost of production. A given firm produces a 
single uniform good X with the aid of certain factors of production. 
Some of the factors are employed in fixed amounts irrespective of 
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tLe output of the firm, and it is taken that the expenditure on these 
factors is known and fixed. The remaining factors are variable and 
the conditions of their supply are assumed to be known. For^ 
example, the factors may be obtainable at fixed market prices. 
Further, the technical conditions under which production is carried 
out are taken as known and fixed. Finally, the firm is assumed to 
adjust the emplojunent of the variable factors so that a given oiltput 
X of the good X is obtained at the smallest possible total cost i7. 
Then IT is determined when rr is and assumes different values 
as X is changed, i.e. il depends uniquely on ir : 

n=F{x) the total cost function,^ 


The variables a; and il are necessarily restricted to positive values. 
The function is shown by a total cost curve referred to a horizontal 
axis Ox and a vertical axis Oil drawn in a plane. The varying 
height of the curve shows the changing total cost of an increasing 
output. . 

The total cost function and curve are static constructions relating 
to various alternative and hypothetical outputs produced under 
given conditions. They dp not describe the y^P^'flon of cost and 
output over time. The form of the function F depends on such con- 
ditions as the/ technique of production and the conditions of supply 
of the Variable factors of production.! The function and curve are 
fixed bnly for given conditions and are completely changed in form if 
any of the conditions are varied. For example, if the technique of 
production is improved by an invention or^^^ wages of the labour 
employed faH, then the cost function is changed so that the cost of 
any given output is less than before and the total cost curve shifts 
to a new position below the old curve. 

It should be noticed that the total cost function and curve arc 
minimal ” concepts. By varjdng the employment of the variable 
factors, a given output can be produced at various total costs of 
which only the smallest is used to define the total costlunction^ In 
diagrammatic terms, the ordinate of a point on the total cost curve 
represents the least cost of producing the output concerned and the 
same output could be produced at larger costs shown by points 
vertically above the point taken on the curve. The positive quadrant 
of the plane is thus divided into two areas by the curve ; points 
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in the area above the curve correspond to total costs at which the 
outputs concerned could be produced while points in the area below 
the curve represent total costs too small for production of the out- 
puts. The total cost curve is the lower boundary of the area repre- 
senting possible cost situations. But, since we usually need consider 
only the lowest cost of any output, we are interested in the cost curve 
rather than in the area above it. 

For purposes of mathematical convenience, the single- valued cost 
function can be taken as continuous. Further, under ''normal” 
conditions with at least one factor of production fixed, it is assumed 
that there are fixed " overhead ” costs, incurred even when no out- 
put is produced, and that variable costs increase as output increases.'^ 
The total cost curve, therefore, cuts the vertical axis at a point above 
the origin and rises continuously Jhom left to right. Fig. 38 shows a 



: total cost curve of " normal ” form appropriate to a hypothetical 
case of a sugar refinery ; overhead costs are £250 per week and total 
cost increases with output, reaching a value of £1250 per w^eek when 
the weekly output of sugar is 80 tons. 

It is sometimes convenient, at least for approximate represen- 
tations of cost over a limited range of outputs, to take the total cost 

* If we consider an industry instead of a firm and take all the factors of 
production as variable, then overhead costs are zero. Or, we may consider 
only the total variable costs of a firm and neglect overhead costs. In either 
case, the normal form of the total’ cost curve is similar to that given here 
except that it ngw starts from the origin. 
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function of some particular form. The following are types of cost 
functions appropriate to the normal ” case : 

(1) n^ax -^-b, .y" (2) n=ax^ ^bx-^o, - 

(3) n—Jax +b -^c, (4) n=^ax^ -bx‘^ -¥cx +d. 

^ a; +6 r-r , 

(5) n=ax (6) Il-ax^ — — +d^. 

. ^ x+o x-{-c 

(7) n==^ae^^. (8) n=x^e^^+^ +d. 

The parameters a, b, c and d are positive in each case. In case (2), 

the total cost curve is a parabola with axis pointing vertically up- 

^ co- 
wards and with vertex to the left of the origin at • 

the curve is limited to the positive quadrant, it consists of an arc of 
the parabola rising continuously from left to right. The curve 
graphed in Fig. 46 below represents the cost curve 

n=-^^ +5x -{-200, 

where £i7 per week is the total cost of an output of x tons of sugar 
per week in a sugar refinery. 

The parameters in cost functions of types such as those above 
enable us to allow for shifts in cost. A cost curve given by (2), for 
example, is fixed if a, b and c have given values. As the parameters 
are changed, so the whole cost eurve shifts in position corresponding 
to some change in the conditions under which the firm operates. Jyi 
increase in c represents a rise in overhead costs and the cost curve 
shifts upwards without change of form. Changes ha a and 6, on the 
other hand, correspond to modifications in variable cost and the 
cost curve is changed in shape as weU as in position. 

At any output, the ratio of total cost to output defines average cmt 
or cost per unit of output, IDenothag average cost by tt and using 
Fig. 38, we have 

^ ^ ^gradient of OP, 


and average cost is read off the total cost curve as the gradient of the 
line joining the point on the curve to the origin. Since average cost 
varies with output, we have the average 


, n Fix) T 

and a corresponding average cost curve referred to 

X X 

axes Ox and Ott in a plane. The form of this function is to be 
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obtained from that of the total cost function. For exampfej if total 
cost is giyen by the function (2) aboye, then 

7r=ax +6 +- • 

X 

Here tt— > oo as and as x-~>cc , i.e. the ayerage cost curye must 

fall as output increases at small outputs and rise at large outputs. 
In the particular case of , the sugar rejSnery already quoted, the 
ayerage cost curve is of the form shown by the curve A.c. of Fig. 46.' 
The average cost function, unlike the total cost function, is not 
necessarily monotonic. 

"5:6^ functions and curves in economic theory. 

It is appropriate, in some problems, to represent the conditions 
of supply of a good in a way analogous to those of demand. Suppose, 
for example, that a market consists of individuals who bring fixed 
stocks of various goods to a market-place for exchange amongst 
themselves. If there is pure competition amongst the individuals, 
the market prices (in money terms) of all goods being given, then 
each individual determines by how much he will increase or 
decrease his stock of any one good. If he wishes to increase his 
stock, he forms part of the demand for the good ; if he decreases his 
stock, he contributes to the Then, if all prices 

other than that of the good concerned are fixed, the total demand 
and the total supply of the good are dejSned, by addition over the 
whole market, as dependent upon the price. The demand and 
supply functions are exactly similar, supply being negative demand, 
and it can be taken that the functions are single-valued, continuous 
and monotonic, demand increasing and supply decreasing as price 
decreases. 

A different representation of demand and supply is appropriate to 
simple problems of international trade.* Two countries A and B 
exchange two goods X and Y, coxmtry A producing only X and 
coimtry B only F. It is assumed that the conditions of production 
and the supply of resources are given in each country. Then country 
A can determine uniquely the amount of X it is willing to offer in 
exchange for any given amount of F, i.e. the amount of X offered 


* See Marshall, The Pure Theory of Foreign Trade (1879). 
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is a single-valued function of tlie amount of F taken, a function 
wMck appears as tlie demand and offer curve of country A (when 
referred to axes Oxy in a plane). A similar function and curve is 
defined for country R, the good Y being offered and X demanded. 
These curves differ from those previously defined in that they are 
referred to axes along which amounts of two goods are measured. 
The prices of the goods do not appear explicitly. But, if P is any 
point on the demand and offer curve of the country A, then the 
gradient, referred to Ox, of the line OP gives the amount of Y taken 
in exchange per unit of X, i.e. it gives the price of X in terms 
of F. A similar price can be defined, as a ratio of exchange, for the 
country B. 

We assumed, in 5.5 above, that only a single good was produced 
by the given firm. A first approach to a more general problem can 
be made by assuming that a firm produces two goods X and F under 
given technical conditions and making use of fixed supplies of certain 
factors of production. The total cost of production is now given 
and the interest lies entirely in the varying amounts of the two 
goods that can be produced. If a given amount x of the good X is 
produced, then the fixed resources of the firm can be adjusted so as to 
produce the largest amoxmt y of the other good F compatible with 
the given production of X. Here y is a> smgle-valued function of x 
which can be taken as continuous and monotonic decreasing ; the 
larger the amount of X required, the smaller is the amount of F 
obtainable. Conversely, if a; is the largest amount of X that can be 
produced jointly with a given amount y of F, then a: is a single- 
valued, continuous and decreasing function of y. The two functions 
must be inverse to each other, i.e. two aspects of a single relation 
between the amounts of X and F produced, a relation imposed 
by the condition of given resources. In symbols, we can write the 
relation 

F{x,^j)^Q, 

giving y==f{x) and x=g{y), 

where /and g are single-valued and decreasing functions to be inter- 
preted in the way described. The relation, F {x, y) = 0, can be called 
ih.% transformation function of the firm and it serves to show the 
alternative productive possibilities of the given supplies of the 
factors. The corresponding transformation curve in the plane Oxy 
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is cut by paraEels to eitlier axis in only single points and is downward 
sloping to both. Ox., and Further, it can be taken, in the 

“ normal ” case, that the production of Y decreases an .increasing 
rate as the production of Z is increased, and conversely. The trans- 
formation curve is thus concave to the origin. Fig. 39 shows a 



normal ” transformation curve in the hypothetical case of a jfiim 
producing two grades of steel with given supplies of labour, raw 
materials and equipment. The transformation curve, it should be 
noticed, is a maximal ” concept and forms the outer boundary of 
the productive possibilities. Any point within the curve corresponds 
to productions of X and Y possible with the given resources whEe 
productions represented by points outside the curve cannot be 
obtained no matter what adjustments of the given resources are 
made. 

The analysis can be generalised to allow for the use of given re- 
sources in the production of different goods, not at the same time, 
but in different periods of time. In the simplest problem, it is 
assumed that a firm, with given technical conditions and given pro- 
ductive resources, can arrange production in two years in various 

* The curve is sometimes called a “production indifference curve ”, a 
terminology which is not to be recommended since the curve has little in 
common with the indifference curves described below. The term ‘‘trans- 
formation curve” is used (e.g.) by Hayek, Utility Analysis and Interest, 
Economic Journal, 1936. 


; :,:, :124 ' ' ANALYSIS FOR ECONOMISTS ^ 

ways. It is convenient liere to take incomes rather than physical 
production, i.e. to take the resources of the firm as producing, 
according to their allocation, various incomes this year and various 
incomes next year. Then, for a given income of £a; this year, the 
firm can determine the largest income i.y obtainable next year from 
its resources. Conversely, the largest present income {ix) can be 
found if next year’s income (£y) is given. There is thus a transfor- 
mation function relating incomes in the two years, a function very 
similar to the transformation function described above and subject, 
in the '' normal ” case, to similar conditions. The corresponding 
transformation curve can be taken as downward sloping and concave 
to the origin ; as the income desired this year increases, the income 
obtainable next year decreases continuously and at an ever increasing 
rate.* 

5.7 Indifference curves for consumers’ goods. 

The economic problems to which we turn now are interpreted, not 
in terms of a single function or curve, but with the aid of a function 
type or a curve system. The first of these problems is concerned 
with the choice of an individual consumer (e.g. a family) in respect 
of the whole range of consumers’ goods available on a market. In 
order to obtain a simple representation, we take the case where only 
two goods X and Y appear in the consumer’s budget and, to this 
extent, the problem is over-simplified. The basic assumption now 
is that the consumer distributes his expenditure on the two goods 
according to a definite scale of preferences His “ tastes ”, on 
this assumption, are such that he can arrange all possible purchases 
of the goods in ascending order of preference and, given any two 
alternative sets of purchases, he can either tell which purchases are 
preferable or say that they are indifferent to him. 

The precise expression of this assumption can be most easily given 
first in diagrammatic terms. Measuring purchases of the two goods 
along axes Ox and Oy selected in a plane, any set of purchases (so 
much of X and so much of Y) is represented by a point P with co- 
ordinates {x, y) which measure the respective amounts of X and Y 
purchased. If we start with a given set of purchases represented by 

* This transformation curve is called, by Professor Irving Fisher, the “ in- 
* vestnaent pppprtTO^^ See Fisher, The Theory of Inierest il^ZO), 

pp. 264 et seg. 
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a point then all other possible purchases can be classed 

into three groups, those preferable to, those which are less preferable 
than, and those which are on a level of indijBference with the basic 
purchases {Xq, yo). The third group of purchases is represented by 
a set of points, P^, P^, Pg, , making up a certain curve. This is 
called the indifference curve, corresponding to the level of prefer- 
ence associated with the original purchases (Xq, Now take any 
purchases [Xq, y^) not included in the indifference group already 
defined. A second group of indifferent purchases can be defined at 
the level of preference of {xq, t/oO represented by a set of points, 

P 2 i • • • 5 snaking up another indifference curve. This process 
can be continued until aU possible sets of purchases have been in- 
cluded, and the final result is a whole system of indifference curves, 
each curve consisting of points at one level of indifference. Further, 
by the basic assumption, the indifference curves themselves can be 
arranged in ascending order of preference, i.e. according to the pre- 
ferences shown by the individual for the various levels of indifference 
attached to the curves. The indifference map, consisting of the whole 
set of indifference curves, serves to describe completely the indi- 
viduaFs scale of preferences for the two goods. To compare any two 
purchases as regards preference, we need only determine whether 
the corresponding points lie on higher lower or the same 
indifference curves. 

The basic assumption tells us only that some indifference map 
can be assumed. The continuity assumption is now added for 
purposes of theoretical convenience. It is assmned, firstly, that the 
individual can vary his purchases of each good continuously and, 
secondly, that the variation from one set of purchases to indifferent 
purchases is continuous. This assumption has, of course, no justifi- 
cation except as an approximation and on grounds of expediency. 
Each indifference curve can now be taken as continuous and the 
whole set of curves appear in a continuously variable order of 
ascending preference. 

Finally, we add three assumptions limiting the form of the in- 
difference map in the ^'normal” case of consumer’s choice. The 
first is the very reasonable assumption that no indifference curve 
intersects itself or any other indifference curve. This means that 
there is only one direction of variation from a given set of purchases 
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wliicli leaves the consumer indifferent and that no set of purchases 
can be at two levels of indifference. The second assumj)tion is that 
the level of preference increases as we move across the indifference 
map in the N.E. direction in the plane Oxy. This fixes the order 
of ascending preference of indifference curves and implies that the 
Bonsumer deems himself '"better off’’ whenever he increases his 
purchases of both goods. From this reasonable assumption, it follows 
that the level of preference can only remain michanged if an increase 
in the purchase of one good is offset by a decrease in the purchase of 
the other, i.e. the indifference curves are downward sloping. The 
third assumption is that each indifference curve is convex to each axis 
of reference, implying that ever larger and larger increases in the 
purchase of one good are required to compensate (i.e. to preserve 
a given level of indifference) for a steadily decreasing purchase of the 
other good. It may be objected that this last assumption is not 
reasonable as a universal, or even usual, condition. This may be so, 
in which case the indifference curves must be assumed to be of other 
forms. But the assumption can be retained to cover ""normal” 
cases until we find that our theory based on it fails to account for 
observable facts. 

Since the consumer’s preferences for two goods are represented by 
a system of curves, the analytical expression of the problem follows 
from the considerations of 3.7 above. The indifference map has the 
property that one and only one- curve of the system passes through 
each point of the positive quadrant of the plane Oxy. ’ The complete 
map corresponds, therefore, to a functional relation between x“and y 
involving one parameter a which can be separated off as shown in 
the general expression : 

<l>{x, y)=a. 

Here <j){x, y) is a continuous expression in the amounts x and y of 
the two goods purchased by the consumer. The variables x and y, 
and the parameter a, take only positive values. If the value of a is 
fixed, we obtain the equation of one definite indifference curve of the 
system. Different indifference curves arise when the value of a is 
changed. The parameter a is thus associated with the particular 
level of preference which corresponds to the purchases x and y of the 
two goods ; it is an "" indicator ” of the ordinal and non-measurable 
concept of preference or "" utility ”, 
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The following are actual examples of functional relations suitable' 
for the expression of a '' normal” scale of preferences for two con- 
sumers’ goods : 

^ where 0 {h ~ Jh) ~ /k 


( 1 ) 




li \J y -\~ ]c 
(2) (x-\-li){y -vlc)=a, 


where 


W' T 


(3) a; -hN/2a*^=a, where' 0<a;<a. 

Here a is the parameter of each preference scale and A and i; are 
positive constants. Figs. 24, 25 and 26 show indifference maps 
drawn from relations of the above types and illustrates the fact 
that the preference scales are of " normal ” form. 

It must be emphasised that the whole indifference map, given by || 
(l> {x, y) —a, is needed to describe the preferences of the consumer. 
The parameter a is an essential part of the description. To allow for 
changes in the consumer’s tastes we must modify the form of the 
whole indifference map. It is the function which reflects the 

particular tastes of the consumer ; the form of (j) is fixed for given ' 
tastes and is modified w^henever tastes change in any w-ay. These 
remarks can be illustrated by the relations (1) and (2) quoted above. 
The constants h and Jb have fixed values for a given indifference map 
but, by changing their values, we modify the whole map and allow 
for changes in the complex of preferences of the consumer. Hence, 
in representing a scale of preferences by a relation such as (1) or (2), 
the variation of the parameter a gives the different curves of the 
indifference map w’hile the constants h and given in value for a 
given complex of tastes, are changed only when we wish to consider 
the resujts of varying tastes.* 



5.8 ^difference curves for the flow of income over time. 

A system of indifference curves, very similar in nature to that for 

* It is important to be clear on the use of parameters here. The parameters 
of a demand or cost curve relate to external factors (e.g, the number of con- 
sumers or the prices of the factors of production). In a given situation, there 
is only a single demand or cost curve. As the situation changes, the parameter 
take different values and the curve shifts in position. But a given situation as 
regards consumers’ preferences is described by a„ whole 'system of curves and 
a parameter is needed to take us from one curve to another. If the situation 
itself changes, we must add other parameters in order ti> change the whole 
system of curves. The varying tastes of a consumer are described by the 
shifting of a system "of curves, i.e. by a system of a system of curves. 
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coiismners’ goods, can be defined to describe a rather wider economic 
problem. An individual consumer can be assumed to act according 
to a scale of preferences, not only for goods purchased in one period 
of time, but also for goods bought in successive periods. But the 
discontinuous flow ” of purchases over time can be analysed on 
exactly similar lines to purchases at one time. In order to obtain 
a convenient representation of the wider problem, severe simplifying 
assumptions must be made. We assume that the consumer takes 
/ into account purchases of goods made in only two successive years 
and that his income can be taken as an indicator of his preferences 
for the actual collection of purchases made in either year. We can. 
then speak of the consumer’s preferences for various groupings of 
this year’s and next year’s incomes, so much to spend now and so 
much to spend next year. 

On the basic assumption of a scale of preferences for this and next 
year’s income, the consumer’s time preferences for income can be 
represented by a system of indifference curves in a plane referred to 
axes along which we measure the amounts of this year’s income {x) 
and of next year’s income {y). One income grouping (so much this 
year and so much next year) can be compared with another grouping 
by the position of the corresponding points on the indifference map. 
The groupings are indifferent to the consumer if the points lie on 
one indifference curve ; one grouping is preferred to the other if it 
lies on a higher ” indifference curve. The income indifference map 
corresponds to a function type of the form 

ifi{x,y)=:a, 

where {{/{x, y) is a given relation between x and y and where a is a 
positive parameter indicating the level of preference for the incomes 
X and y. The indifference map can be assumed to be continuous, 
the curves being non-intersecting, downward sloping and convex to 
the axes. Preference for income combinations, as indicated by a, 
must increase as we move across the indifference map in the N.E. 
direction. These limitations on the form of the indifference map are 
intended to apply to the normal ” case of a consumer’s preferences 
for income bver time and they are similar to the limitations imposed 
in the previous problem of purchases of goods made at one time. 

Further properties of the indifference map for incomes can also be 
assumed in normal ” cases. If neither income is large, the indiffer- 


mmmnms A m 'economic theory im 

ence ciirves miist be steeply incMiied to Ox (the axis of present 
income) si nce s ome of this jear^. be sacnficedJn 

return for relatively large additions to next year’s income. As the 
combined income of the two years increases, the curves tend to 
become less steep and, when both incomes are large, they approxi- 
mate closely to straight Mnes inclined (negatively) at an angle of 45"^. 
The addition to next year’s income will then be little larger than the 
loss to this year’s income for which it compensates. It is seen that 
the curve system of Fig. 24 is suitable for the representation of such 
an income indifference map. The analytical expression is * 

X ft ,t y t y 

- — '—===:a, {0^x^a{h- ^k) ~h), 

h-sjy+k 

where a is the parameter indicating the level of preference for the 
incomes x and y in the two years. Fixed positive values must be 
given to h and k if the consumer’s preferences for income are known. 
These values are only changed when the whole scale of income pre- 
ferences is modified. 


EXAIVIPLES V 


Economic functions and curves 

1. The price of a certain brand of tea is p pence per pound and it is found 
that the market demand is x thousand pounds per week where 


p 

20 

24 

28 

30 

32 

36 

40 

X 

82*5 j 

70-8 

63*1 

60*7 

55-0 

48*9 

39-8 


Represent these demands graphically and show that the demand law is 
approximately of the linear form a: = 120 -2p, Then graph the total revenue 
curve and find the largest revenue obtainable. 


2. A cheap gramophone sells at £p and it is known that the demand, 
X hundred machines per year, is given by 

90 ^ 

X = r —6. 

p + 5 

Plot a graph of the demand curve. At what price does the demand tend to 
vanish? Draw a graph of the total revenue curve and determine at what 
price and output the total revenue is greatest. 

3. A firm selling toothpaste investigates the form of the demand for its 
product by fixing different prices in four successive periods. It is found that 
the necessary outputs are 


Price (d. per tube) 

9 

12 

15 

18 

Output (tubes per week) 

1030 

900 

795 

715 
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Choosing suitable scales, plot the total revenue for these outputs graphically.^ 
Show that total revenue can be taken approximately as a linear function of 
oiitpiit. Deduce, the demand law. 

4. What type of demand curve corresponds to the demand law 

a 

P=--C, 

where a and c are positive constants? Show that there is some demand no 
matter liow large the price. Is there any limit to the extent of the demand 
for small prices"? Sliow that total revenue falls steadily as output rises and 
compare with the case of the previous example. 

5. Examine the demand ciuve p=— where a and b are positive 

ic + o 

constants. Show that the demand increases from zero to indefinitely large 
amoimts as the price falls. What type of curve is the total revenue curve? 
Show that revenue increases continuously to a limiting value and contrast -this 
case with that of the previous example. 


6. From a consideration of the total revenue curves obtained in the 
previous two examples, why can we say that tliese demand laws are not 
typical of ordinary demands, except as aiDproximations for limited ranges of 
prices ? 


7. Of what type is the demand curve = +c, where a, b and c are 

x + b 

positive constants? If ^ is small, show that a relatively small fall in price 


increases the demand from zero to a large amount. Is this a suitable approxi- 
mate demand law for (e.g.) Player’s cigarettes? 


8. A speculative builder of woi'king-class tenements rents each tenement 
at p shillings per week. It' is loiown that 

p = V225 -- 9x, 

where x is the number of tenements let per week. Graph this demand law. 
Is it the kind of law you would expect here ? 

9. Find x as a fimction of p from the demand law p=^s/a- bx. Show that 
the demand curve is an arc of a parabola with its axis parallel to Ox. Locate 
the vertex and indicate the shape of the curve. 

10, The number (x) of persons per day using a motor coach service to 
Soutliend is related to the fare ( p shillings) charged by the law 



Show that the demand curve is a parabola and locate its vertex. Also graph 
the total revenue curve, showing that revenue rises rapidly to a maximum 
before falling off slowly. Generalise by considering the demand law 
p =z(a -~hx)% where a and h are positive constants. 

11. If X is the number (in hundreds) of business men travelling by the 
8,15 a.m. train from Southend to London when the return fare is p shillings, 
the demand law is 


Draw the demand curve, show that it is a parabola and locate the vertex^ 
Also draw' the total revenue curve and find at what fare the revenue is greatest^ 
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Contrast the, forms and eeanomie interpretations of tlje- demand curves in this 
and. the previous example. 

12. At a charity performance at the local cinema, it is known that the 

attendance at a uniform charge of p pence will be x - 5, where a and h are 

constants. It is found that the cinema, which has 3000 seats, is half-filled 
when Is. is charged but that only one-sixth of the seats are empty at 9d. 
Find the constants a and 6. Deduce the charge that fills the cinema and show, 
if all the proceeds go to the charity, that the latter benefits most in this case. 

13. In the case of “ constant ” costs U—ax + b, show that the average cost 
curve is a rectangular hyperbola, average cost falling continuously towards 
the value a as output increases. A builder of small bungalows has fixed 
“ overheads ” of £5000 per year and other costs are always £300 per bungalow. 
Graph the curve showing average cost per bungalow when a variable number 
X is built per year. 

14. A fixed plant is used to manufacture radio sets and, if x sets are turned 

out per week, the total variable cost is £{3x Show that average 

variable cost increases steadily with output. 

15. If the overheads of the plant of the previous example are £100 per week, 

find the average cost in terms of the output and draw the average cost curve. 
What is the least value of average cost? • 

16. A coal retailer buys coal at a list price of 40 shillings per ton. He is 
allowed a discount per ton directly proportional to the monthly purchase, the 
discount being 1 shilling per ton when he takes 100 tons per month. His over- 
heads are £50 per month. Obtain total and average cost as functions of his 
monthly purchase (x tons) and draw the corresponding curves for pm’chases 
up to 1000 tons per month. 

17. The electricity works in a small town produces x thousand units per day 
at a total cost of £(2N/40a; - 175 +90) per day. Draw the total cost curve. 
Express the average cost, in pence per unit, as a function of x, draw the 
average cost curve and show that, as output increases above a certain 
minimum, average cost decreases rapidly. 

18. The total variable cost of a monthly output of x tons by a firm producing 
a valuable metal is £(t*^^ -3x^ + 50a:) and the fixed cost is £300 per month. 
Draw the average cost curve when cost includes (a) variable costs onl^^ and 
(5) ail costs. Find the output for minimum average cost in each case, 

that the output giving least average variable cost is less than that giving i^st 
average (fixed and variable) cost. ■ 

19. A firm produces an output of x tons of a certain product at a total 
variable cost given by 

n =ax^ -bx^ +CX. 

Show that the average cost curve is a parabola, find the output for least 
average cost and the corresponding value of average cost. 

20. A tobacco manufacturer produces x tons per day at a total cost of 

£r{£c + 200) 

^4(a; + 100)’ 

Graph the total and average cost curves and show that average cost decreases 
continuously from 10s. per lb. towards a lower limit of 5s. per lb. 
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21. Generalise the pre^hous example by taking the total cost as 

n^ax , 

x+c 

where a, h and c are positive constants {b>c). Show that total cost increases, 
and average cost decreases, as output increases. Of what type is the average 
cost curve ? 


22. If the tobacco manufacturer produces at a total cost of 
( x^x + lOO) \ 

^ U00(ii:+400)^"V 

when his output is x tons per day, draw the graphs of the total and average 
cost curves. Describe the way in which total cost increases with output and 
find the output at which average cost is least. 

Generalise to show that the total cost function 

iT=oa:»— +ci 
x + c 


gives total and average cost curves of “ normal ” form. 

23. On the market of a coimtry town, butter is brought for sale from the 
suiTOunding district weekly. It is found that the weekly supply {x lbs.) 
depends on the price (pd. per lb.) according to 

ci; = 100\/^-12 4-150. 

From a graph of the supply curve, show that there is no supply at any price 
less than Is. per lb. and that the supply increases continuously as the price 
increases above Is. per lb. Generalise by considering x==a*^p -b +c, where 
a, b and c are positive, as a typical supply law. 


24. English cloth is exchanged for German linen. The amount of cloth 
(2/ million yards per year) offered by England in exchange for a given amount 
(x million yards per year) of linen is given by 

x{55->xy 

2400 

The amount of linen offered by Germany for a given amount of cloth is 

y(25 -y) 

10 ■ 

Represent these conditions diagrammatically and show that, for equilibrium, 
10 million yards of cloth exchange against 15 million yards of linen. 

26. With a given plant and given supplies of labour, raw material, etc., a 
chocolate firm can produce two “ lines ” in various proportions. If x thousand 
lbs. of one line are produced per year, then 


thousand lbs. per year is the output of the other line. Represent the con- 
ditions graphically. What kind of curve is this transformation curve ? 


26. A man derives £a; from his business this year and % next year, 
alternative uses of his resources, he can vary x and y according to 


2 / = 1000 


250’ 


By 


Graph the transformation curve. If he wants £750 next year, how much can 


FUNCTIONS AND DIAGRAMS IN ECONOMIC THEORY 133 


he take out of the business this year? Generalise by showing that 

represents a ‘‘ normal ’’ case in this type of problem if the constants a and 6 
are such that h>a. What is the transformation curve? 

27. If a coalmine works x men per shift, the output per shift is 



tons of coal. Draw a graph to show the way in which output varies with the 
number of men and find the size of the shift for maximum output. Express 
the average product per man as a function of x, draw the corresponding curve 
and show that it is a parabola. When is average product greatest ? 

28. A consumer’s indifference map for two goods X and F is defined by 

— 

ir+4 

Draw a graph showing the five indifference curves for the values 2, 3, 4, 5, 6 
of the parameter a. Verify that they are of “ normal ” form. 

29. The relation (a; + 1 )( 2 / +2) =2a defines a system of curves. Draw a 
graph showing the curves, in the positive quadrant, for a =2, 3, 4, 5, 6. Are 
these curves suitable indifference curves for the case where an individual can 
derive incomes of £rr and % in two years ? 

30. Consider the form of the indifference map given by the relation 

(x -{■h)Ny^o^a, 

where h and h are fixed positive constants. Draw graphically a selected 
number of the curves in the case /?/ = 2, A; = 1, and in the case = 1, /<; = 1. Show 
that one case is suitable for the indifference map for two consumers’ goods 
and the other for incomes in two years. 


CHAPTER VI 


DERIVATIVES AND THEIR INTERPRETATION 
6.1 Introduction. 

Having made clear the nature of some of the fundamental ideas of 
the mathematical technique, we find ourselves in a position to attack 
one of the central problems of mathematics, the problem with which 
we are concerned in the differential calculus If is given as a 
function of x, then the value of y is determined by, and changes with, 
the value allotted to x. It is clearly important to devise a method 
of comparing the changes in y with those in x from which they are 
derived, of measuring the rate at which y changes when x changes. 
In the differential calculus, we make precise what we mean by the 
rate of increase or decrease of a function, we set out a method of 
evaluating these rates for various functions and we systematise the 
problem by introducing convenient symbols, processes and rules. 
In the words of Professor Whitehead, the differential calculus 
is the ‘^systematic consideration of the rates of increase of 
functions 

In the present chapter, it is proposed first to treat the problem of 
defining and measuring rates of change from the purely analytical 
point of view. It is then found that a very important diagrammatic 
interpretation of the problem can be giy.en. Finally, since the im- 
portance of any mathematical method depends on its use in inter- 
preting scientific phenomena, we shall consider quite generally the 
applicability of our new concepts in a wide range of scientific studies. 
The development of the practical technique of dealing with our 
problem will be given in the following chapter. 

We can begin by considering special functions of simple form. If, 
in the function y—x^, we increase the value of x from one definite 
value % to a larger value x^, the value of the function increases from 
^ 2 ®’ The variable x is increased by amount [x^^ -Xi) and the 
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correspondiiig increase in the fiinction is The average rate 

of increase oi the function per unit increase in x is then 


/y» KiS __ /y* O 
*^2 

Xq - 


- /y* 2 _L.*T ^ 2 

- 1 ^ ' *^ 1*^2 • *^2 3 


an expression which depends on both % and X 2 . The average rate of 
increase is dependent on the value of x from which we start and on 
the amount of increase allotted to x. 

Consider, now, only those increases which start from a definite 
value oi X, Adopting a different notation, let x be the fixed original 
value of X and A the amount of the increase allotted. As x is 
increased from x to (a; +h), the function increases by an amount 
{(a; 4-A)® - x^} and the average rate of increase is - 


(a; -x^ 

Ji 




w’hich is taken as dependent on the variable increase li in x. 

As the value of li becomes smaller, the average rate of increase 
is seen to approach the Hmiting value ^x'^ which we term the 
.(instantaneous) rate of increase of the function at the point x. 
Hence, by definition, the rate of increase of the function at 
the point x is 


Lim 

h—^O 


(x -f 
~~h 


: 3X-, 


The average rate of increase of the function is a perfectly definite 
concept for any actual increase hin. x however small. On the other 
hand, the instantaneous rate of increase is a limiting and abstract 
concept, the limiting value approached by the average rate of 
increase as smaller and smaller increases in x are allotted. It will be 
found that, although scientific phenomena are expressed directly 
by means of average rates of increase, mathematical analysis finds 
it more convenient to treat the related abstract concept of the 
instantaneous rate of increase. The mathematically significant fact 
is that a function is tending to increase at a certain rate at a definite 
point, not that it actually increases at a certain average rate over a 
definite range of values of the variable. 

The instantaneous rate of increase has a value for any value of x 
we care to select. The rate of increase of x^ is 3x^ when we measure 
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it at the point So, the rate of increase of at the point x = l is 3, 
at the point z = 2 it is 12, and so on. In the first case, the value 
of is tending to increase at the rate of 3 units per unit of x and 
similarly for the other cases. The rate of increase of x^ at the point 
a; changes as x changes, being always given by the expression 3x^, 
The rate of increase of a function of x is itself a function of x. 

As a second example, it is seen that the function ^ - decreases 

( 1 1 \ X 

7 ] SbS X increases by an amount h from x to 

X X ~TitJ 

(ii' + A). The average rate of decrease of the function is thus 
h\x x+h) x{x-^1i) 

The instantaneous rate of decrease of the function at the point x is 



The function - decreases at various rates as x increases from different 

* 1 
values, the rate being always given by the expression • 

The process described above can be extended and generalised to 
apply to any single-valued function whatever. Suppose the inde- 
pendent variable of the function y~f{x) changes in value by an 
amount h from cc to {x-{-Ti), We can regard h as taking positive or 
negative values, a positive value indicating that x has increased and 
a negative value that x has decreased. The corresponding change 
in the value of the function is then of amount {f{x +Ti) -f{x)} and 
this, again, can be positive or negative according as the' value of the 
function has increased or decreased. The expression 

fix +h) -fix) 
h 

then indicates the average rate of change in /(a;) per unit change in x. 
The sign of this expression is important. If the sign is positive, then 
fix) changes in the same sense as x itself, increasing as x increases and 
decreasing as x decreases. If the sign is negative, then /(a:) changes 
in the opposite sense to x, increasing when x decreases and decreasing 
when X increases. The important question is whether the average 
rate of change tends to approach any definite limiting value as h gets 
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smaller tlirougli positive and negative values. If a limit exists, then 
it represents the instantaneous rate of change of f{x) at the point x, 
i.e. the rate at which /(x) is tending to increase or decrease (according 
to the sign of the limit) as x changes from the point x. If no limit 
exists, then, the value of the function changes in an erratic way as 
smaller and smaller changes are made in the variable x, changes 
which cannot be described by any definite instantaneous rate of 
change. The whole problem of the existence and value of the rate 
of change of a function y =f{x) thus turns on the existence and value 

of the limit of the '' incrementary ratio ” ^{/(^ -f{o(^)} as h tends 

to zero at a definite point x. 

In the first example considered above, the rate of change of 
at the point x is given by 3x^ and, since this is positive, we know that 
x^ increases as x increases. On the other hand, the rate of change of 

the second function y = - £t the point x is 



Except for the sign, this is identical with the rate of decrease we 
obtained previously. In fact, the negative sign of the rate indicates 
that it is a rate of decrease as x increases and the numerical value, 

i.e. i , then measures the actual rate of decrease at any point. A 

X 

rate of change, having sign as well as magnitude, is a wide concept 
including both rates of increase and rates of decrease. 

6.2 The definition of a derivative. 

If y =f{x) is a single-valued function of a continuous variable, and 

if the incrementary ratio ^{/(^ +A) tends to a definite limit 

as the value of h tends to zero through positive or negative values, 
then we say that the function has a derivative at the point x given 
in value by the limit of the incrementary ratio. If the incrementary 
ratio has no limiting value, then the function has no derivative at 
the point x, 

A number of different notations for the derivative of a function 
are in current use. The two followmg notations are the most common 
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and they Will be used throughout the present development. The 
derivative of y ^f {x) at the point x is written either as 

dx~dx^^^’ 

or SjS y'=f'{^)- V 

Since the function itself can be written as y ot as / (x), each of these 

notations appears in two equivalent forms. Hence : 

Defiistitiok : The derivative of the function y=f{x) with respect 
to the variable x at the point x is 


/(^) =v' =f' (x) =Lim 
dx dx’’^ . ■ ^ ' A_>o 


f{x+h) -fix) 


if the limit exists. 


It is convenient, at this stage, to set out a number of observations 
on the definition of the derivative : 

(1) The concept of a derivative, from its very nature, applies 
only to a function of a continuous variable. Further, the defini- 
tion given here applies only to functions which are single-valued 
and the extension of the concept to cover multi-valued functions is 
postponed. 

(2) The incrementary ratio used in the definition is not defined 
when h is actually zero ; in this case it assumes the meaningless form 
of zero divided by zero. Thus the derivative cannot be regarded as 
the ratio formed by putting A = 0 in the incrementary ratio. The 
derivative, in fact, is the result of an operation performed on the 
function, the operation of obtaining the limit of the incrementary 

In the notation ~ ox ^ fix), the must be regarded as an 
dx dx'^^ dx ^ 


ratio. 


operational symbol applying to the function and its use is very 
similar to that of the symbol / m the functional notation f{x). In 

particular, it must be noted that the symbol ~ does not imply that 

the derivative is a ratio of one thing {dy) to another (dx). 

(3) The incrementary ratio can be expressed in an alternative 
form which is sometimes useful. Corresponding changes or '' incre- 
ments ” in the variables x and ^'-connected by the function can be 
denoted by Zlrr and Ay respectively. The incrementary ratio is then 
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Ay 

^5 and the derivative appears as the limit of this ratio as Ax tends 

to zero. Both zlx and Ay take finite values and, if a value is allotted 
to Ax, the corresponding value of Ay is found from the function 
itself. 

(4) The value of the derivative must be expressed as so many units 
of y per unit of x. If we change the units in which either variable 
is measured, then we must also change the numerical value of the 
derivative at any point. The rule for change of units, considering 
the derivative as a quantity derived from x and y =f{x), is given in 
1.7 above. If an old unit of x equals A new units and an old unit of y 



the old value. The fact that the derivative value depends, according 
to the familiar proportionality rule, on the units of measurement of 
both X and y must always be remembered. 

(5) It is important to be clear about the use of the value x 
that appears in the definition of the derivative. The derivative is 
obtained by finding the limit of the incrementary ratio for a constant 
value of X. The limit, once found, has a value dependent on the 
particular value of x selected, and different limiting values result 
when different constant values are given to x. Here we have 
another example of a parameter ; a; is a constant in finding the 
limit (when h is the only variable) but parametrically variable from 
one limit to another. The value of the derivative thus depends on 
the value fixed for x, i.e. the derivative is itself a function of x. There 
are, in fact, two points of view ; the derivative may be obtained as 
a definite value for a given x (the derivative at a given point) or it 
may be taken as a function of x (the derivative at a variable point). 
From the latter point of view, the notation f'{x) is particularly 
appropriate and an alternative term derived function ” can be 
used. From the original function /(rr), we derive a second function 
f\x) by the process of finding derivatives of f{x) for all the various 
possible values of ir. 

(6) It must not be assumed that the derivative o{ f (x) necessarily 
exists at any point. In fact, the derivative cannot be- used unless 
we have determined that the mcrementary ratio has a limit at the 
point in question. A function may have a derivative at some points 
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and not at others ; some functions may have a derivative at a point 
and others not. It will be seen (6.5 below) that the non-existence 
of a derivative is exceptional and of very special significance. 

(7) The derivative notations we have given apply to any function 
y =f{x). The notations must be suitably modified when a particular 

form is given for a function. So, ^ (x^) and ^ denote the 

derivatives of the particular functions and - respectively. The 

X 

notation also needs modification when we wish to write the value of 
the derivative, not at a general point x, but at some definite point. 
The following examples illustrate the flexibility of the notation. 

[|/(«)]^_^=/'(0) a^d [|/wL,=/.'(5) 

denote the derivatives o{f{x) at the particular points a; = 0 and x—l- 
respectively. More generally, the derivative off{x) at «=» is 

For a particular function, say y—x^, the notations 

HH.., 

indicate the derivative value at a; = 0, x = l and x=a respectively. 

(8) Finally, it is scarcely necessary to note how convenient it is to 
have a special notation and terminology for the derivative concept. 
Limits of the kind indicated by the derivative are of frequent appear- 
ance in mathematical theory and applications. The short and 
flexible derivative notation, in replacing the clumsy limit notation, 
makes it possible to deal with these limits with great ease. In 
particular, the process of systematising the operation of finding the 
limit, to be discussed in the next chapter, is facilitated. Without 
this labour-saving device, scarcely any progress is possible. 


6.3 Examples of the evaluation of derivatives. 

The considerations of 6.1 show that 

and 

ao? ax \xj x^ 

The following examples are further illustrations of the way in which 
derivatives of particular functions are obtained from the definition : 
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Ex. 1. Tile deriyative of (2a: -1) at any point x is, obtained as tbe 
limit as h tends to zero of tlie ratio 

{2{a;+^)~l}-(2a:-l) 2x + 2h-l-2x + l 
h *“ h ~ 


So 


A 

dx 


(2a; -1)- 2. 


The deriyative, in this case, is a constant. A similar result holds in the 
case of the derivatiye of any linear function : 

^(a*+6)=a. 

Ex. 2. The incrementary ratio for the function {x^ +Sx -2) is 
^[{a; + h)^ -f 3 {x +h) -2} ~ (x^ 3a; - 2)] 

= |[(a;2 + 2}ix + Ji^) + (3* + 3^) - 2 - {x^ +3x- 2)] 

_2}ix+3h + h- 
h 

= 2a; + 3 + 

->2a;+3 as h-^0. 


So 


^(a;2+3a; -2) =2a; + 3. 


In the same way, the derivative of the general quadratic function is 
d 

’^{ax^+bx+c)=2ax + b, 

2x “f” 1 

Ex. 3. For the function the incrementary ratio is 

X — i 

1 f 2(a;+A) + I 2a; + l j (a; - l)(2a; + 2A -f 1) - (2a; + l)(a; + - 1) 


A. \ (a; + ^) - 1 X 


h(x-l){x~l+h) 
-3h 


h(x ~l){x - I +h) 
-3 

(a;~l)(a;"*l+A) 

3 


So 


dx 


(a;~ir- 

/2a; + 1\ 3 

\a;-l/ (ic-1)^ 


as ^->0. 


The result, as given, holds for any value of x not equal to 1. If a; = 1, the 
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function itself has an infinite discontinuity and the question of the 
existence of the derivative at this point needs further consideration (see 
6,5 below). 

6.4 Derivatives and approximate values. 

The analytical interpretation of the derivative as the measure of 
the rate of change of the function is clear from 6.1 above. Further, 
since the rate of change is the limiting value of the average rate of 
change over a small interval, the derivative is also an approximate 
value of the average rate of change, the smaller the interval of the 
average rate the closer being the approximation. Hence : 

If f{x) has a derivative f'{x) at the value x^ then f'{x) measures 
the rate of change of f{x) at the point x, and is an approximate 
measure of the average rate of change off(x) for any small interval 
from the point x. 

As already noted, the rate of change can be a rate of increase or a 
rate of decrease according to the sign of the derivative at the point. 
In either case, the derivative as the rate of change must be expressed 
as so many units of the function per unit of x. Two units of measure- 
ment are involved in the derivative and, if either unit is changed, so 
is the expression of the derivative. 

The use of the derivative as the approximate value of the incre- 
mentary ratio or average rate of change is an important one. If 
Ax is any small increment in the value of x, and if Ay is the corre- 
sponding small increment in the value of y^f{x), then the deriva- 
tive f'{x) is the limiting and approximate value of the quotient of 
Ay divided by Ax. Hence 

Ay=f^{x)Ax approximately when Ax is small. 

In other words, if we multiply a small increment in x by the rate of 
change f'{x), we obtain an approximate value of the corresponding 
small increment in the function 2/ =/(ir). 

Again, with a slightly different notation, the value of the derivative 
f'{a) at the point is an approximate value of the expression 

i{/(a +h) -f{a)} for a small value of A, i.e. 

/(a 4-A)=:/(a) -hhf'(a) approximately when A is small. 

This result enables us to trace the effect of small errors ” or devia- 
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tioiis in tlie variable ,ii%- Tiie value of x is erroneously taken as a 
instead of the correct value {a+h)^ where li is a small ''error*'. 
The above result shows that the “ error in the value of the function, 
resulting from the insertion of a instead of (a+A), can be taken 
approximately as hf{a). For example, the volume of a sphere of 
radius x inches is cubic inches. If the radius of a given sphere is 
estimated as a inches, then the estimate of the volume is § 77 ^^ cubic 
inches. The error involved in the volume estimate is approximately 
47Ta% cubic inches, where Ji is the small error in the original estimate 


of the radius. 



It is often convenient, for a definite small range of values of ir, to 
replace the value of a given function /(a;) by an approximate linear 
expression in x,^ The result we have given enables us to do tins. If 
the approximation is to serve for values of x near x =^a, we substitute 
h=x-am our result and write 


f(x)=f{a)+{x-a)f'{a) 

approximately for small values of (x ~ a). For example, if 
2xv+l , ,,, , 3 


fix): 


then . 
So 

i.e. 


x-l 
. 7 


and f'ix)z=- 


(x-l)^^ 


m=i and /'(3): 

2x +1 


• _ 7 , 


x — l 




2x -f 1 


— 4 4 


approximately when (x- 3) is smaU. In general, therefore, it is 
possible to represent any given function by an approximate linear 
expression, f{x) = a+^x, for a small range of values of x. The 
constants a and jS are determined in the way described. 


6.5 Derivatives and tangents to curves. 

One of the important problems of geometry is that of finding the 

tangent at any point on a given curve. The tangent describes the 
direction of the curve at the point and, to define it, we must introduce 
the idea of a limiting process. The line joining any two points P and 

* See, for example, Wicksell, Uher W’eri, Kapital und Re7ite (IS9Z, reprinted 
1933), pp. 31-2. 
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Q on a curve is called a chord of tlie curve and its position varies as 
either P or Q is varied. Suppose that P is fixed and that Q moves 
along the curve and approaches P from one side or the other. It is 
clear that it is usually, but not always, the case that the chord PQ 
tends to take up a definite limiting position PT as Q approaches P. 
Fig. 40 illustrates a case where this happens. It is possible, however, 



that no such limiting position PT exists at certain points, e.g. at 
points where the curve is discontinuous. If the limiting position 
PT of the chord exists, then it is called the tangent to the curve at 
P. If no limiting position exists, then the curve has no tangent 
at P. 

The instantaneous direction of the curve at any point, i.e. the 
direction in which the curve is tending to rise or faU, is indicated by 
the tangent to the curve at the point. A convenient measure oi^hQ 
direction of the curve is thus provided by the gradient of the tangent. 
This gradient varies as the tangent varies from point to point on the 
curve and is always given as the limiting value of the gradient of any 
chord PQ BB Q approaches P. 

Our discussion is now limited to the case of a curve represented by 
a single-valued function yz=zf {x), there being only one point on the 
curve above or below each point on the horizontal axis Oa?. Let P 
and Q be two points on the curve with abscissae x and (x +h) respec- 
tively, X being fixed and h any positive or negative amount. The 
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gradient of the chord PQ is the ratio of the diflference between the 
ordinates of Q and P to the difference between the abscissae of these 
points (see 3.3 above). So 

Gradient of PQ ^ • 

The gradient of the tangent at P is the limiting value (if it exists) of 
this expression as Q approaches P, i.e. as A->0. Hence 

Gradient of tangent at P=:Lini ^ —f'{x). 

The probleni of finding the tangent and its gradient at any point on 
a curve is thus 'equivalent to the problem of finding the derivative 
of the function y=f {x) which represents the curve. So 

The tangent to the curve y=f{x) at the point with abscissa x 
exists if the function has a derivative at the point x and the tangent 
gradient =/'(.r). 

From 3.3 above, a straight line through a fixed point P (a\, y^) on 
the curve y—f{x) and with gradient m has equation 

y-y^=:m(rr-a;i). 

This line is the tangent at P if the gradient m is equal to So 

The equation of the tangent to the curve y =f{x) at the point with 
co-ordinates (a^i, y^) is y -y^ =f'{x^) {x - a'l). 

Since the point P lies on the curve, we have yi=f{xi). The tangent 
equation thus involves only one parameter, i.e. the abscissa % 
of the selected point on the curve. 

Taking the parabola y=x^ as an example, we can show that 

^ {x^) = 2x, i.e. the tangent gradient of the parabola is 2x at the point 
(tx 

with abscissa x. The tangent equation at (ir^, y^) is 
y-yi = 2x^{x-xj) where y:^=x^\ 
i.e. y -2XiX -X i^ -\- 2 x 2 ^= 0 , 

i.e. y -2XiX +x^^ = 0. 

For example, the point (1, 1) lies on the parabola y~x^, the tangent 
at the point has gradient 2 and the equation of the tangent is 
y - 2x +1=0. The tangent gradient and equation at any point on 

K M.A. 
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a given rectangular hyperbola can be foimd in an exactly similar 
way. It is only necessary to evaluate the derivative of the function 
which represents the curve. 

The diagrammatic interpretation of the derivative as a tangent 
gradient is a very important one and much use of it will be made 
later when we come to the applications of the derivative in such 
problems as that of maxima and minima. In the meantime, it can 
be used to supplement points already discussed. 

It has been seen that the process of derivation enables us to 
derive, from a given function yz=f{x), a second function 
The curves representing these two functions can be plotted with 
reference to the same axes and the connection between them is 
interesting. The ordinate of the derived curve y=-f'{x) at any pomt 
is equal to the tangent gradient at the corresponding point on the 
original curve y~f[x). The original curve shows the wajr in which 




the value of the function /(a*) changes ; the derived curve shows the 
variation of the rate of change of the function. For example, the 
curve y~lx^ and the corresponding derived curve y = lx are shown 
in Fig. 41. The first curve shows that x^ increases at an increasing 
rate as x increases. The second curve, which is a straight line, shows 
that the rate of increase of x'^ actually increases at a steady rate. 

The nature of the approximation involved in wntiag f'{x)Ax for 
the increment in the function /(jr) is clearly seen in Fig. 42. If P is 
the point {x^ y) on the curve y—f{x) and Q the point with abscissa 
x -hAx, then Ax=LM=PN. The increment in the function is 

Ay~MQ - LP =NQ. Now, f'{x) ^gradient of the tangent PT = 
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i.e: f (x) Ax =NT.^ Tiie approximation of f'{x)4x to Ay is tlms 
represented by tlie approximation of NT to NQ. Tbe difference 
between tliese lengths clearly decreases as Ax decreases and Q 
approaches P. ' . ‘ ■ 

It is obvious that there is some relation between the continuity of 
a function and curve and the existence of a derivative and tangent. 
It can be shown, in fact, that the existence of a derivative and 
tangent is a more severe restriction on the function and curve than 
the condition of continuity. Of the two continuous curves of Eig. 33, 
the first has a tangent at all points while the second has one point 
(a sharp point) where no tangent exists. The fact that a curve is 
continuous does not imply that a tangent exists at a! points. A 
continuous curve can be 
drawn vdthout taking pencil 
from paper; a curve which 
has tangents at aU points is 
not only continuous but also 
'' smooth ” in the ordinary 
sense of this term. All 
the ordinary functions of 
mathematical analysis are 
continuous and have deriva- 
tives (except perhaps at 
very special points) and ’ Pig. 43. 

they are represented by 

continuous and smooth curves. Further, when we introduce a 
function such as a demand or cost function, it is usual to assume, not 
only that it is continuous, but also that it has a derivative, excluding 
the case where the corresponding curve has a sharp point, u- 

Fmally, nothing has been said so far about the possibility that the 
incrementary ratio defining the derivative has an infinite limit. If 

i{/(a: -j-h) as h-^0 at a point where f(x) exists, we say 

that the derivative/ '(^r) is " infinite ’’ at the point. In diagrammatic 
terms, there is a definite tangent to the curve y=f(x) at the point P 
with abscissa x and the gradient of the tangent is infinite, i.e. the 
tangent is parallel to Oy: The case is illustrated by the curve 
^ = 1 -f x/a; - 1, shown in Fig. 43, which has a vertical tangent at the 
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point where = 1 . Infinite derivatives can be obtained even in cases 
of ordinary coiitinuons and smooth curves. Further, if /(;r) is itself 
infinite at the point in question, we can still say, in many cases, that 
the derivative exists and is infinite at the point. The rectangular 

2^^ ~f~ 1 

hyperbola of Fig. 33 is a case in point. Both the function — and 

3 

its derivative are infinite at x^l. The curve goes off 

(a:; -1)2 

to infinity ” at this point and has a vertical tangent “ at infinity ”, 
i.e. the asymptote x = l. To deal with many infinite discontinuities, 
therefore, we have only to allow for the possibility of both the 
function and its derivative being infinite. 


6.6 Second and higher order derivatives. 

The derivative of a function of a variable x is also a function of x. 
It is possible, therefore, to apply the process of derivation all over 
again to the derivative and to obtain what is called the second de- 
rivative of the original function. The second derivative, if it exists, 
can be obtained for various values of x and is again a function of x. 
We can thus proceed to find the derivative of the second derivative, 
i.e. the third derivative of the original function. In the same way, 
derivatives of the fourth, fifth and higher orders can be obtained in 
succession. Extending the notations already adopted for the de- 
rivative, the sequence of successive derivatives of a given function 
2 / (a;) can be written 


dy 

y’Tx’ 

dx^ ’ 

d^y 

dx^’ ’ 

fix), 



d^ f . 

or %, y', 

y", 

y'", 

fix), 

fix). 

fix), 

/'"W. 


The sequence of derivatives can be extended indefinitely, with the 
sole limitation that the derivatives at and beyond a certain order 
may fail to exist on account of the breakdown of the limiting process 
which defines them. For aU ordinary mathematical functions, how- 
ever, the derivatives of aU orders exist.* But it is found that the 
first and second derivatives are sufficient for the description of the 
mam properties of functions, and, in the applications of mathe- 


* It often happens, of course, that the derivatives beyond a certain stage 
become zero, as in the case of the function y This is not the same thing 
as saying the derivatives do not exist. 
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matical analysis, derivatives of higher order than the second are 
seldom needed. 

The analytical interpretation of the second derivative is easily 
provided. The value of /'(a:) measures the rate of change of /(a;) as 
X increases. The value of f"{x), beiag the derivative of f'(x), thus 
indicates the rate of change of f^{x), i.e. the rate of change of the rate 
of change of f{x), as x increases. For example, the function in- 
creases at an increasing rate as x increases and this '' acceleration in 
the value of is measured by the second derivative of the function. 
The value of f it should be noticed, must be expressed in so 

many units of f'{x) per unit of x, i.e. in so many units off {x) per unit 
of x, per unit of x. As in the case of the first derivative, a change in 
the units of measurement necessitate a change in the value of the 
second derivative. 

In diagrammatic terms, the value of f"{x) at any point measures 
the tangent gradient of the derived curve y=f'(x) at the point. A 
more useful interpretation, however, connects the second derivative 
with the curvature of the original curve y=f{x), curvature being 
defined by means of the rate of change of the tangent gradient as we 
move along the curve. This connection will be investigated at a 
somewhat later stage (see 8.3 below). 

6.7 The application of derivatives in the natural sciences. 

In the interpretation and explanation of scientific phenomena, we 
attempt to throw into prominence the causal or other relations 
between the concrete quantities or attributes with which we deal. 
Mathematics is designed as a tool to aid us in this attempt. Now, a 
glance at the problems of the natural or social sciences shows that 
they are largely, but not exclusively, concerned with the question of 
change, with the way in which the variable quantities change together 
of in opposition. The practical method of expressing change is 
by means of the average rate of change of one quantity as another 
quantity varies. Hence, when we come* to express any assumed con- 
nection between quantities by means of a^ functional and mathe- 
matical relation between variable numbers, we find that our main 
concern is with the averagexafea^^M^ functions. 

These remarks apply even if discontinuous variables and functions 
are used to represent the necessarily discontinuous quantities of 
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scientific phenoDiena. But it is found mathematically convenient 
to assume, wherever possible, that the variables and functions are 
continuous and then to deal with instantaneous rates of change as 
the limitmg and approximate values of average rates of change. 
Sometimes it is necessary to retain discontinuous variables, but the 
theory then becomes mathematically much more difficult and much 
|! less elegant. We are led, therefore, to the study of the derivatives 

: of continuous functions and their use in the interpretation of the 

scientific phenomena under consideration. 

The differential calculus is thus of almost immediate application! 
in aU scientific studies. Any relation between variable quantities is ^ 
represented by a function, and the derivative of the function measures \ 
the instantaneous rate of growth of one quantity with respect to the ^ 
other and approximates to the actual average rate of growth when! 
the variation considered is small. 

|i Examples of the use of derivatives can be provided from most 

I scientific theories. In the science of physics, derivatives are em- 

ployed to express physical movement of any kind. As a simple 
example, consider a tram moving along a railroad track. The dis- 
tance travelled by the train from a fixed point depends on the time 
i that has elapsed, i.e. the distance travelled is a function of the 

thne-intervaL* All that can be actually observed about the train’s 
! motion is its average speed (over some time-interval, long or short) 

f and this can be connected with the “incrementary ratio ” of the 

I distance , function. But, from the observable concept of average 

' speed, we derive the limiting concept of the velocity of the train at 

a certain time. Velocity is simply the limiting value of average 
speed as the time-interval of the latter is made shorter. Hence, we 
: need the derivative of the distance function to measure the velocity 

of the train at any moment and to approximate to the average speed 
of the train over any short time-interval from the given moment. 

The importance of the limiting idea involved in the derivative is 
seen by the way in which we have come to express physical motion. 

; Velocities are not “natural” concepts ; they can be derived only 

' by a process of abstraction, of finding limiting values. When we say 

i I * For example, if x is the distance travelled in time t, then x - at represents 

!ii motion at a imiform speed and x=at^ motion at a uniform acceleration, a 

being a constant in each case. ' 
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that a train is travelling at 60 m.p.h., we are expressing a rather 
complicated idea. We do not mean that the train will actually 
travel 60 miles during the following hour, one mile during the next 
minute or even 88 feet during the next second. The speed of the 
train will generally change during any time-interval however short. 
The statement means that the distance travelled by the train per 
unit of time will correspond more and more closely to 60 m.p.h., or 
any equivalent, as the time-interval is made shorter and shorter. In 
physics, therefore, we have accepted the mathematically significant 
limiting concept of velocity as replacing the practical concept of 
average speed. 

The second derivative of distance travelled as a function of time 
is the derivative of the first derivative and so measures the rate of 
change of velocity over time. The rate of change of velocity is 
commonly described as the acceleration and this is again a limiting 
concept, the limiting rate at which velocity is changing. Accelera- 
tion is, in fact, another concept to which we have grown accustomed 
in the description of movement and its abstract nature has ceased to 
be a difficulty. 

The units of measurement of both distance and time must appear 
in the derivatives which measure velocity and acceleration, a fact 
which is clear from the way in which velocities and accelerations are 
specified. We say, for example, that the velocity of a train is 44 feet 
per second (30 m.p.h.) and that its acceleration is 2 feet per second 
per second at a given moment. This means that the train is tending 
to cover distance at a rate proportional to 44 feet in one second and 
that its velocity is tending to increase at a rate equivalent to 2 addi- 
tional feet per second in a second. In the same way, when we say 
that the constant acceleration of a body moving under gravity is 
32 feet per second per second, we imply that the velocity of the body 
is tending to increase always by 32 feet per second for every second 
that elapses. 

Tn other branches of mechanics or physics, the derivatives of 
functions are used to interpret motion, whether the motion is of 
liquids in hydro-mechanics, of air and gases in acoustics and the 
theory of sound, of electric currents in electro-mechanics or of heat 
in thermo-mechanics. Further, in a less exact ” science such as 
biology, derivatives again have their uses. For example, the 
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changes in the proportion of dominant to recessive genes through 
successive generations can be interpreted, in a broad view, as the 
derivative of the proportion as a function of time.* 


The application of derivatives in economic theory. 

Finally, we come to economics as the most exact ’’ of the social 
sciences. We have seen that a relation assumed between economic 
variables, e.g. the relation between demand and price, can be ex- 
pressed by means of a function and curve. It is usually assumed 
that the function and curve are continuous and smooth, i.e. the 
function has a derivative and the curve a tangent at all points. The 
derivative of the function and the tangent gradient of the curve must 
now be considered in some detail and their economic meaning made 
clear. 

We are accustomed, in economics, to describe the variation of one 
quantity Y with respect to another quantity X by means of two 
concepts, an average concept and a marginal concept. The average 
concept expresses the variation of Y over a whole^^ange of values of 
Xy usually the range from zero up to a certain selected value. Thus 
average cost is the relation of total cost to the whole of the output 
concerned. Marginal concepts, on the other hand, concern the 
variation of Y on the margin i.e. for very small variations of X 
from a given value, Sqjblm ma^ a certain level of output is 

the change in cost that results when output is increased by a very small 
unit amount from this level. It is clear that a marginal concept is 
only precise when it is considered in the limiting sense, as the varia- 
tions in X are made smaller and smaller. It is then to be interpreted 
by means of the derivative of the function which relates X and 7. 
Average and marginal concepts are not new or peculiar to economics. 
In describing the motion of a train, the average concept is the/ 
average speed of the train over (e.g.) its first hour’s run while the 
marginal concept is the velocity of the train at the end (e.g.) of the 
hour’s run. 

Some actual examples can be taken to illustrate the average and 
marginal concepts. We-^ have seen that the demand for a good 
can be expressed, under certain conditions, by the relation p = ijj(x), 
giving price as a continuous and decreasing function of the demand. 

See Haldane, The Causes of Evolution (1932), Appendix. 
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But the price ^ can be regarded as the average revenm obtained from 
the demand x, i.e. total revenue divided by the amount demanded 
or produced. ^ The ^rdinary_demand^^J^ and curve are thus 
equivalent to the average revenue function and curve. Total revenue 
B,=xilt {x) is also^a continuous function of demand. From the total 
revenue curve, we read off average revenue (or price)^as the gradient 
of the line OP joining 0 to the appropriate point P on the curve. 

If output is increased by a smaU amount Ax from a certain level x, 
suppose that total revenue is found to change by an amount ZIP. 
There is an increase or a decrease in revenue according to the sign 
of ZIP. The added revenue per unit of added output is then the 
ratio of ZIP to Zla;, i.e. the “ average revenue ’’ for outputs from 
X to X +Ax, As the output change becomes smaller, we obtain the 
rate of change of revenue on the margin of the output x as the limit 
ZIP 

of ^ as Ax->0. This is termed the marginal revenue at the output x 

and it is measured by the derivative of P as a function of ir : 

dP d 

Marginal revenue —-j- = j~{xip (x)}, 
ax ax 

Marginal revenue is thus an abstract concept only definable for 
continuous variations in revenue and output. But it is always 
approximately equal to the added revenue obtained from a small unit 
increase in output from the level xJ^ In diagrammatic terms, the 
marginal revenue at an output x is measured by the tangent gradient 
to the total revenue curve at the point with abscissa x. 

Marginal revenue is itself a function "of the output x, its value 
depending on the particular margin of output considered. We can 
thus draw the marginal revenue curve to show the variation in 
marginal revenue as output increases. As in the cases of the total 
and average revenue curves, the outputs are measured along the 
horizontal axis. Since marginal revenue is the tangent gradient of 
the total revenue curve, the form of the marginal revenue curve can 
be deduced at once from that of the total revenue curve. 

* The term “marginal increment of revenue which is sometimes used, is 
not to be confused with “ marginal revenue The former is the increment 
ZE in revenue resulting from any increase Ax in output from the level x. Now 
dR 

AR = — Ax approximately when Ax is small. Hence the marginal increment 

of revenue for a small increase in output is approximately equal to the mar- 
ginal revenue times the increment in output. 
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Two particular types of demand law can be taken for purposes 
of illustration. The linear demand law p=a-bx gives 

R=:ax-bx^ and- ^^a-2bx (see b.S, Ex. 2). 
dx 

The total revenue curve is a parabola with axis pointing vertically 
downwards. The average and marginal revenue curves are straight 
lines sloping downwards and the gradient (referred to Ox) of the 
latter is tvice that of the former. Fig. 44 shows the three curves in 
the particular case where the demand law for sugar is p = 16-^x 
(see 5.3 above). Here, as in all cases, it is found convenient to plot 



the average revenue (or demand) curve on the same graph, and 
referred to the same axes and scales, as the margmal revenue curve. 
It is to be noticed that the marginal revenue curve cuts the axis Ox 
(marginal revenue zero) at the same output at which total revenue 
is greatest. This is a general property which follows since, at this 
output, the tangent to the total revenue curve is horizontal with 
zero gradient. 

From the demand law -c, we derive 

^ x+b 


B = 


ax 


- cx and 


dx 


ab 


(see 7.4, Ex. 15). 


X +0 dx (x +6)2 

In Fig. 45 are shown the total, average and marginal revenue curves 
obtained in the particular case where the demand law for sugar is 
600 


X +20 


- 5 (see 5.3 above). Again the marginal revenue curve 


falls continuously, lies under the average revenue (or demand) curve 
and cuts Ox at the output where the total revenue is greatest. 
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The three concepts of total, aYerage and marginal cost can be 
defined, under the conditions of the cost problem of 5.5 aboYe, in 
a Yery similar way. The total and aYerage cost functions and 
cuTYes haYe been sufficiently described already, average cost being 
read off the total cost curve as the gradient of the Hne OP joining 0 
to the point P with the -appropriate abscissa on the total cost curve. 



If output is increased by an amount Ax from a certain level x and if 
the’ corresponding increase in cost is AIJ, then the increase in cost per 

unit increase in output is . Marginal cost is defined as the limiting 

value of this ratio as Ax gets smaller, i.e. marginal cost is the deriva- 
tive of the total cost function n=F{x). It measures the rate of 
increase of total cost and approximates to the cost of a small addi- 
tional unit of output from the given level. Further, the marginal 
cost of any output is given as the tangent gradient of the total cost 
curve at the appropriate point. Since marginal cost varies with the 
output at which it is measured, we have a marginal cost function and 
a corresponding marginal cost curve.* 

If the total cost function is n=ax^ +bx -f c, then 

Average cost 77 = aa; 4-6+ ~ and Marginal cost 6. 

X (jjX 

The total cost curve is the rising portion of a parabola with axis 
pointing vertically upwards. The average cost curve is found to be 
U-shaped and the marginal cost curve is a straight line sloping 

* Marginal cost is described as, or equated to, “marginal supply price ” 
by some writers. See, for example, Bowley, The Mathematical Groundworh 
of Economics (1924), p. 34. 
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upwards with gradient 2a. The three curves are shown in Fig. 46 in 
the particular case where +5x +200 is the cost relation for 

a sugar refinery (see 5.5 above). It is to be noticed that the marginal 
cost line passes through the lowest point of the average cost curve 
at an output OM where the tangent to the total cost curve goes 
through the origin. At such an output, average cost is smallest and 
equal to marginal cost. 



Average and marginal concepts can be usefully defined in other 
economic problems. The transformation problems of 5.6 above 
provide examples. If P is a point on the transformation curve for 
the production of two goods X and Y with given resources, then the 
co-ordinates of P represent a possible production. The gradient of 
OP (referred to Ox) is the average output of Y per unit output of X, 
the amount of Y produced as a proportion of the amount of X 
produced. The tangent gradient of the transformation curve at P 
(referred to Ox), i.e. the derivative of y with respect to x, is negative 
and its numerical value measures the marginal rate of substitution 
of Y production for X production, the rate at which the production 
of Y is increased when the production of X is decreased. In the same 
way, the tangent gradient of the transformation curve for incomes 
in two years is used to define what Professor Irving Fisher calls 
the marginal rate of return over cost.* Marginal concepts are also 
fundamental in the use of indifference curves for choice between two 
goods or two incomes. The marginal rate of substitution ” of one 
good for another m consumption is defined as the numerical value 

* See 9.7 below and Examples VI, 31. 
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of the tangent gradient at the appropriate point on an indifference 
curve for the two goods. Again, the numerical value of the tangent 
gradient of an indifference curve for two incomes is used to define 
the marginal rate of time preference ” for present over future 
income in the case of the individual concerned. These concepts will 
be considered in detail at a later stage. 


EXAIVIPLES VI 


Evaluation and interpretation of derivatives * 

1. Find, from the definition, the derivatives of and (I +x)^, 

2> Show that the derivative of a constant is zero and that the derivative 
of X is unity for any value of x. Interpret these results in terms of rates of 
change. 

3. Use the definition of the derivative to establish the general result that 
the derivative of (ax^+bx + c) is (2axi-h), 


d d 

4 . Evaluate ~^{x{l +ir)} and -a;)} from the definition. Show that 

these derivatives are respectively the sum and the difference of the derivatives 
of a; and Does this suggest a general rule? 


5. From the definition, show 
verify the derivative of • 


that 


A 

dx 



{a^x + b^}^ 


and hence 


6 . Show that the derivative of a step-function is zero except at certain 
points where it does not exist at all. Illustrate the statement that a fimction 
has no derivative at a point of discontinuity. 


7. Find the average rate of increase of x^ when x inci'eases from 1 to 1 * 1 . 
Wliat percentage error is involved when the derivative of at a; = 1 is used to 
represent this average rate of increase? 


8 . Find the average rate of decrease of 


2a; + 1 
x-l 


as X increases from 2 to each 


of the values 3, 2-5, 2-1, 2-05 and 2-01. Find, from the derivative, the in- 
stantaneous rate of decrease at a; = 2 and compare with each of the average 
rates. 


l a; 1 

9. Evaluate the derivatives of — and 7 . Show that ~ = 3 - 2a; and 

^ x^ x + l 

= i(a; + 1 ) approximately when x is nearly equal to 1 . What percentage 

a; + 1 

errors are involved in the use of these approximations when a; = 1*1 ? 


10. If a; is small, show that f{x)=f(Q)+xf'(0) approximately. Find the 

derivative of — — and show that this expression can be represented approxi- 
1 +a; 

mately by (1 - a;) when x is small. Express the difference between the ex- 
pression and its approximation in terms of x. 

^ Further examples on the interpretation of derivatives are given in 
Examples VII, 24-37 below. 
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11. Show t.hat/(a +.«) =/(«) +«f'(a) approximately when a: is small. 

the derivatives of a?® and \ , show that 

iC“ 


(l+aj)» = l+3a; 


and 


1 

+ 3 )^ 


1 

9 



From 


approximately^ when x is small. Check the first result by multiplying {1 +x)^ 
out as a cubic expression in x. How good is the second approximation when 


12. Use the derivative of x^ to show that the approximate increase in the 
area of a circle is 27 rah square inches when the radius is increased by a small 
amount h from the value a. Calculate the actual increase in area when the 
radius increases from 10 to 10*1 inches and compare with the approximate 
value given by the above formula. 

13. A circular ink -blot grows at the rate of 2 square inches per second. 

Show that the radius is increasing at the rate of — inches per second at the 
time when its length is r inches. 

14. The surface area and volume of a sphere of radius r are S = 47rr- and 

V Find approximate expressions for the increases AS and AF when 

the radius is increased from r by an amount Ar. Deduce that the propor- 
tionate increase in /S' is approximately twice, and in V approximately three 
times, the proportionate increase in radius. 

15. The pressure of a gas at constant temperature is p lbs. per square inch 
and the volume v cubic inches where pv = l0. Find the rate of decrease of 
volume as pressure increases and the approximate decrease in volume when 
the pressure is increased from p by an amount Ap. 


16. At what point on the parabola y=x^ does the tangent make equal 

angles with the axes? Use the derivative of (1 -ha;) ^ to obtain the equation of 
the tangent at (0, 1) on the parabola y =x^ + 1. 

17. What is the equation of the tangent to the parabola y -\-Zx -2 at 
the point with abscissa x=a‘t Show that there is one point on the parabola 
with tangent parallel to Ox, What is this point ? 

18. From the derivative of (ax"^ -\-hx +c), show that the tangent at the point 
(it’i, yi) on the parabola y =ax^ +bx + c has equation 

y +yi==2axxi-]-b{x +Xi) +2c, 

19. Show that the tangent at the pgint (1, 1) on the rectangular hyqjerbola 
xy — 1 cuts equal lengths off the axes. 

20. Show that xyi+yxi=2(x} is the tangent at the point P{Xi, yx) on the 
rectangular hyperbola xy = a^. If the tangent cuts the axes in A and B and 
if PM and .PiV are perpendicular to the axes, show that M bisects OA 
and N bisects OB, Show also that the area of the triangle OAB is a constant 
independent of the position of P on the curve. 


21. From the derivative of "the equation of the tangent at the 

point (Xx, yx) on the rectangular hyperbola {x -l){y -2) Show that the 
tangent gradient tends to become infinite m Xi-^l. What is the relation of 
this fact to the vertical asymptote of the curve ? 
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22. Eind the derivatives of ax and ax'^, where a is a constant. 

A ball rolls at feet in t seconds. Show that the average speed over any time- 

interval and the velocity at any time are both constant. 

A lead pellet falls feet in t seconds. What is the average speed between 
the ^ith and the seconds ? Eind the velocity after t seconds. How good 
an approximation is the velocity after 3 seconds to the average speed between 
times ^ = 3 and ^ =3*5 seconds? 

23. Show that the acceleration of the lead pellet of the pre\doiis example 
is constant over time. 

24. What is the derivative of (1 -i-2ic)? Show that the electric current in a 
wire is constant if (1 + 2^) units of electricity pass a point in the wire in t 
seconds. 

25. Draw the total revenue curve on one graph and the demand and 
marginal revenue curves on another graph in the case of the demand for 
gramophones of Example V, 2. Verify that the marginal revenue is zero at 
the output giving greatest total revenue. 

26. If the market demand for tea is given by the law of Examples V, 1, 
draw the total revenue curve and read off the tangent gradient to give the 
marginal revenue at demands of 50, 60 and 70 thousand lbs. per week. C^heck 
these values from the expression for marginal revenue. Draw on one graph 
the demand and marginal revenue lines. At what price does marginal revenue 
vanish? 


27« Evaluate the derivative of {ax-\-hx^). If 100a; passengers travel on the 
train of Examples V, 11, find an expression for the marginal revenue derived 
by the railway company. Draw the marginal revenue curve, showing that it 
is a part of a parabola falling to the right. Eind the fare at which marginal 
revenue is zero and verify that this fare produces the greatest total revenue. 

28. A firm produces radio sets according to the conditions of Examples .V, 
15. Draw two graphs, one showing the total cost curve and the other the 
average and marginal cost curves. Verify that average and marginal cost are 
equal when the former assumes its least value. 

29. If the cost of a coal merchant’s supply of coal is of the form described 
in Examples V, 16, show that the marginal cost decreases steadily as the 
monthly purchase increases. 


30. Erom the derivative of (ax^ ■\-hx’^ -^-cx), find the marginal cost of any 
output in the case of the firm of Examples V, 18. Show that the marginal cost 
cui've is a parabola and locate the output for least marginal cost. Draw the 
average and marginal cost curves on one graph and show that the output for 
least average cost is greater than the output for least marginal cost. 


81. A business produces an income of &x this year and % next year, where 

x^ * 

these values can be varied according to the relation y = 1000 - • Explain 

how interpreted as the marginal rate of return over 


cost. Show that the value of this marginal rate is 
income is £x. 


x~l25 

125 


when this year’s 
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CHAPTER VII 

THE TECHNIQUE OP DERIVATION 
7.1 Introduction. 

The first object of the differential calculus is to systematise the 
process of finding the derivatives of functions, to make the writing 
down of a derivative an almost mechanical matter. Text-books on 
the subject necessarily devote a considerable amount of space to 
this stage, but it must be remembered that the systematic evaluation 
of derivatives is not an end in itself. We evaluate derivatives only 
because they are useful to us in the application of mathematical 
methods in the natural or social sciences. These applications would 
be extremely laborious were it not for the technique of the differential 
calculus ; we should find ourselves repeating over and over again the 
same kind of algebraic process, the process of finding the limits of 
certain expressions, whenever we need the derivatives of particular 
functions. We have, therefore, to learn to evaluate derivatives easily 
before we can apply them fruitfully in economics or any other scien- 
tific study. 

The systematised technique of derivation involves two steps. The 
first consists of the evaluation (from the definition) of tlise derivatives 
of the simplest functions, the results, which are called standard 
forms ”, being set out in tabular form and memorised. The table 
of standard forms, once obtained, is taken for granted and the 
derivatives it contains simply quoted whenever they are required. 
All the functions considered in the present chapter are actually 
derivable from one simple function, the '' power ” function. Our 
table of standard forms, therefore, need contain only a single entry 
at the moment, i.e. the derivative of the simplest power function. 
Many other functions, such as the trigonometric, exponential and 
logarithmic functions, are used in mathematical analysis and some 
of these will be introduced at a later stage. It will then be necessary 
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to extend the table of standard forms by evaluating the derivatives 
of the simplest examples of the new functions. 

The second step is to frame a set of rules which serve for the 
derivation of more complicated functions. A given function, no 
matter how involved, is reduced to a combination of simpler functions 
the derivatives of which appear in the table of standard forms. The 
rules for derivation simply teU us how the derivative of a combination 
of this kind can be obtained in terms of the simpler standard form 
derivatives. The combinations may involve sums, differences, pro- 
ducts or quotients. But, as we shall see, they may also include a 
very different kind of configuration. In aU cases, the rules for deriva- 
tion are relatively simple. With the table of standard forms and 
sufficient skill in the manipulation of the rules, we can set about 
evaluating derivatives with the greatest confidence. This confidence 
should be acquired in the course of the present chapter. 

7.2 The power function and its derivative. 

In elementary algebra we deal with expressions of the po wer 
type a”, where n is called the iTidex (or exponent) of the given base a. 
The meaning of the power varies, however, with the nature of the 

number n. For example, a2=a xa, = and 

Va- 
in general terms, the power a" is to be interpreted as follows : 

(1) If n is a positive integer, a" denotes the result of multiplying 
a by itself n times. 

(2) If is a positive fractional value, denotes the positive value 

r 

of a certain root : a^=Va^. 

(3) If n is a negative integral or fractional value, a'^ denotes tlie 

1 

reciprocal of the corresponding positive power : a . 

(4) If n is zero, a" stands for unity : = 1. 

(5) If n is an irrational number, the power is more complicated 

in meaning. We can write n, in this case, as the limit of a sequence 
of integral or fractional numbers %, %, ... . The power is then 

defined as the limit of as r->oo . 

In all cases, the power obeys the familiar “index laws ’’ developed 
in elementary algebra. 

L 


M.A. 
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One of tlie simplest of all functions is the power fmictio7i y=x^^ 
where the index n is a fixed number. The variable x takes values 
continuously from the whole set of numbers except that only positive 
values can be considered in certain cases (such as y = ^x), A dis- 
tinctive characteristic of the power function is that both the function 
and its inverse are of the same type. For example, the power func- 
tion y~x^ gives the inverse function x = Jy, which is a power function 
oiy. 

The derivative of for any value of n, is now required as a 
standard form. A number of simple cases can be taken first : 


{x)- 


:Lim 

>0 


dx 

j{x^)=Um 

h-^0 


A 

dx 


A 

dx 




=Lim 

h — >-0 


{x 4- A) -X 
h ' 

(x +h)^ - x‘ 
h 

(x i-h)^ -X' 
h 


:Lim T = lj 

7t->0 A 


= Lim 

h->0 

i 

■=:Lim 


2hx 
h ' 


:Lim (2a: + A): 

h-^O 


--2x, 


= Lim 

A->0 


A \x -f 


3hx^ A-SJi^x 
A 


=Lim {3x^ +3hx +A^) : 


-3x\ 


i.e. 


+A X. 
d 


~ 1 =Lim - 


1 


x{x-^h) 




A 

dx 


-L- IJ-JL- _ ^l-T- 

a;®/ ]^'hx^{x+'hY 


=Lim 


■2x — h 


i.e. 


-riJx) =Lim 
dx^'^ 


dx 

Jx+Ji-^^x 

' I “ 

{x +h) - X 


{x-^) = 


x^{x+hY 

2x~^, 


=Lim 

A-^O hiKs X '\'lh "h tjx'^ 


Lim +A - ^x) {Jx +11 -vjx) 

A— +0 lh{^slx -{-Jh 

_1 1 

h-*o Jx +'h+Jx 


=Lim 


I.e. 


A 

dx 


{x^) = ^x 


A uniform law is now apparent. In each of the above cases the 
derivative of a;" is found to be of the form This is, in fact, 
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true for any given value of n whatever and, to provide a general 
proof, we need a result which will be established at a later stage (see 
17.3, Ex. 1, below). The result can be expressed quite simply : 

(1 +a;)" = i 

where A is some quantity involving x which is finite even when x-^Q, 

Then =.Lim 

dx\ h 

=Lim T- i 1 -\-n- -\ 

h-^Q A t X 

T . fn . Jh 
=Lnn x^ [- +A~ 

Hence, we have the standard form : 

™ (a;") for any fixed value of n. 

This result can now be quoted whenever required. For example, 
we are entitled to write at once, not only the particular derivatives 
evaluated above, but also many others such as 


(*5) = 5a;* ; (a:*^) =. 12a:“ ; 

dx dx ' 



Many rather different kinds of derivatives are thus included in the 
one standard form. The method of treating fractional and negative 
indices is to be noticed. 

7.3 Eules for the evaluation of derivatives. 

We come now to the second stage in the technique of derivation, 
to the framing of a set of rules for the derivation of combinations of 
functions. The first three rules relate to combinations which are 
sums (or differences), products and quotients respectively. In each 
of these rules, as set out below, it is assumed that u and v are two 
given functions of x with known derivatives at the point concerned. 
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Rule I. The derimtive of a sum or difference. 

The derivative of tlie sinaa (or difference) of two functions is the 
sum (or difference) of the separate derivatives : 

d , , du _ dv T d , du dv 




and 


s'*- 


dx dx 

Rule II. The derivative of a product. 

The derivative of the product of two functions is equal to the 
first function times the derivative of the second plus the second 
function times the derivative of the first : 

d , ^ dv du 

dx dx dx 

Rule III. The derivative of a quotient. 

The derivative of the quotient of two functions is equal to the 
denominator times the derivative of the numerator minus the 
numerator times the derivative of the denominator, all divided by 
the square of the denominator : 

du dv 
d fu\ dx dx 


As a special case : 


dx \v. 

d AY __ 1 du 

dx \uj u^ dx 

Formal proofs of the three rules proceed directly from the defini- 
tion of the derivative. The proof of the first rule is : 

If (x) and v — 4f{x) are the two given functions, then 


dx 


(u i-v) : 


-Lim +^)} - 

h 


h-^O 


A h-^h 


h-^0 

_du dv 
dx dx^ 

and similarly for the difference of u and v. We use here the fact 
(see 4.5 above) that the hmit of a sum (or difference) is the sum (or 
difference) of the separate limits. The proofs of the other two rules, 
though more compheated, can be given in essentially the same way.* 
These rules can also be deduced from the first rule by a method to 
be described at a later stage (see 10.2 below). 

* See, for example, Hardy, Pure Mathematics, (3rd Ed., 1921), pp. 203-4. 
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Important deductions from Rules I and II concern tlie behavioiir 
of constants in the process of derivation. A constant can be 
regarded as the (limiting) case’ of a function of ^ which does not 
change in value as x varies. A constant must thus have a zero 
rate of change, i.e. the derivative of a constant is zero. Rules I and 
II now give 

d , , du ^ d , ^ du 




dx 


and 


dx^ 


where % is any function of x and a is any constant. Hence, an 
additive constant disappears when the derivative is taken and a 
multiplicative constant remains unaffected by derivation. These 
facts are of very great service, as the examples of the following 
section show. 

The three rules are set out above for the case of a combination of 
two functions only. But, if more than two functions appear in a 
combination, the rules can be applied several times in succes- 
sion to give the derivative. It can be noticed, however, that the 
sum and difference rule extends at once to give the derivative 
of the algebraic ” sum of a number of functions as the similar 

algebraic sum of the derivatives of the separate functions. For 
example, 


d 

dx 


J-{U+V-W)=— + 


du 

dx 


dv 

dx 


dw 
dx ’ 


where n, v and w are three functions of x with known derivatives. 

The derivative of a product or quotient involving more than two 
functions is less easily obtained, as is shown by the following example: 
Taking the product {uvw) as {wv) times w, we obtain 

d 


dx 


/ . dw d . ' 

{nvw)=uv-^ 


-uv 


dw ( 

5+”V 


dv du 
W" 

dx dx, 


du dv dw 

=vw -zr- +'^'^ V" v- * 

dx dx dx 


In an exactly similar way, we can show that 

d fuv\ If du dv 
dx \w J w^\ 


dw 


vw-T- + UW-Z — uv , 
dx dx dx 


It is possible to put the product and quotient rules in a somewhat 
different form suitable for the extension to the case of more than 
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two fiHictioiis. The product rule for the derivative of the function 
y =^uv ann be divided through by y ~uv and written 

Idy ^Idu I dv 
ydx udx vdx 

In the same way, the quotient rule for y=“ can be arranged 

Idy _ldu Idv ^ 
ydx udx vdx 

Further, the derivative of y~uvw obtained above becomes 

Idy ^Idu Idv I dw 
ydx udx vdx wdx^ 

and the derivative oiy— — becomes 

ldy_ldu Idv I dw 
ydx^udx vdx wdx 

We now have a common form of the product and quotient rules 
which can be extended, in an obvious way, to the case where any 
number of functions are involved. The meaning of this alternative 
expression of the rules will be made more clear later (see 10.2 below). 


7.4 Examples of the evaluation of derivatives. 

The examples below illustrate the way in which the rules for 
derivation are used in practice. The derivative of a fairly compli- 
cated function is to be obtained by several applications either of the 
same rule or of different rules. The method of dealing with constants 
in the derivation process is particularly to be noticed. It is also 
clear that some derivatives can be obtained in two or more different 
ways. The result is always the same and all that matters is to get 
it in some way or other. 

Es.l. 

£0=4©= -I- 


Ex. 3. 
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d 


d 


d 


Ex. 6. ^ { x ^ ™ lx ‘^ 4- -f- 3) = ^ 7 £ (^2) + 5 £ ^ 3^2 ^ 14^ + 5 


dx 


dx'^ 


dx^ 


Ex. 7. For any fixed values of tlie constants a, h, c, , we have 


£ 

dx 


{axi-b)=a', 


i. 

dx 


{ax^ + + 0 ) = 2ax + b ; 


^ {ax^ + bx"^ +cx+d)== Zax^ + 2bx + c ; and so on. 

Ex. 8. ^ {*(1 +x^)} =x^{l +a:2) +(1 +x^) ^Jx) =^x(2x) +(1 +*“) 


dx^ 


or 


= l+3x\ 

Tx = Tx ^ 

Ex. 9. — (1 =^(1 4-:r)(l +a;) 


dx 


d 


= (1 +a;) + (1 +a;)^(l +x) =2(1 +a;), 


or 


£(“+")’ -S<‘ +"“) -4 W 


d 


d 


or 


Ex. 10. -^{x{\+x){l+2x)}=x{l+x)^(l+2x)+{l+2x)^^{x{l-\-x)) 

= 2x(l+x) + {\+2x){l+2x) 

= 2x + 23? + 1 + 4a; + 4a;^ = 1 + 6a: + 6a:^, ' 

{a; ( 1 + a;) ( 1 + 2a;)} = ^ (a: + 3a:2 + = 1 + 6a: + Ca:®. 


dx, 


d 


«Za;\3a:+2/ (3a: +2)^ 


(3a; + 2)2 


Ex, 


12, 


dx\ X ) 


x{4.x)-{2x^^l) 


or 


d 

dx 


(?2!±i).|(2. + l). 24 . 

\ x J dx\ xj x‘‘ 


1 2a:2 - 1 
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d 


d 


d / 1 +x 


(1-2x)^(1+x)-(1+x):^(1-2x) 


rxir^J- 


Ex. 14. ~1 

t (re + 1) (a; + 2)J 


dx^ 


{l-2xf 

(l»2a;)+2(l+a;) 3 


{l-2xf 


■(1 ~2xf 


x^~2 


_ (a; -hi) (a; + 2) -x{x-\-l +a;-h2) 

(a? -h 1)2 (a: + 2)2 {x + lf{x + 2f 


^ d f ax \ d f X \ d . . 

‘ dx\x-i-b J~^dx\x + h) ^dx^ 


_ (a; + 6) -a; _ ab 

^ (a:+6)2 ^ (a;+6)2 

Ex. 16. ■^{a;f(x)}=x-^f{x)+f{x)-^(x)=xf{x)+f{x), 

d if{x)\ xf'{x)-f{x) 

dx [ X f a;2 

where /(a;) is any single- valued function of x. 


7.5 The function of a function rule. 

The three rules we have given are not in themselves sufficient for 
the derivation of all the functions met with in ordinary mathe- 
matical analysis. On the contrary, there are many relatively simple 
functions the derivatives of which cannot be found by means of the 
three rules. Consider, for example, the function 

2/ = V2a;2-3, 

which is a mixture ” of the simple quadratic function (2x^ - 3) and 
the simple square root function. On attempting to evaluate the 
derivative, however, it is found that the function does not break 
up into sums, differences, products or quotients of '' standard form ” 
functions. The mixture in fact, is not as before. We have a 
function which is fundamentally different in nature and we need 
some method of evaluating its derivative. 

The problem is solved by introducing a new variable : 

^=:2a;2-3. 
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Here, m is a function of x and its derivative is 


% 


du 

dx 


d_ 

dx 


(2a;2-3)=4a:. 


m 


The original function now appears B£y = Ju, i.e. as a simple function 
of the variable u with a knovm derivative with respect to u : 


dy _ d 
du du 




1 

2s/u 


The function y~j2x^-Z has been arranged, therefore, in such a 
way that we can say that is a function of where is a function 
of iT. Both these functions have known derivatives. Can we now 
deduce the derivative of y with respect to xh The answer is provided 
by the very simple rule given below. 

The way in which we have arranged the function y=^^l2x‘^ -Z 
shows that it can be described as a function of a function of x 
It is clearly only one example of a wide range of such functions to 
which the following rule for derivation applies : 

Rule IV. The derivative of a function of a function. 

If y is a function of u where is a function of x, then the derivative 
of y with respect to x is the product of the derivative of y with 
respect to u and the derivative of u with respect to x ; 


dy dy du 
dx du dx 


The formal proof of the rule proceeds : 

If y=f{u)y where u = <f){x), then y=f{^{x)} and 


Let 

So 


dx A — >0 ^ 

]c = f)[x + h) - j>{x) as A-^0. 
dVr- f{u + Jc)-f{u) 4,{x + }i)-<i>{x) 

dx~^Z, k ' h 

=:Lim + ^ ^ ^ . 

i->o ^ h^o A du dx 


We use here the result (see 4.5 above) that the limit of a product is 
the product of the separate limits. 

The rule clearly extends to the case where there are several “ inter- 
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mediate ’’ functions For example, if y is a ftinction of u where u 
is a fmictioii of v which, in its turn, is a function of cr, then 

dy __dy du dv 
dx du dv dx 

This follows from two successive applications of the simple function 
of a function rule given above. 

The success of the function of a function rule in practice depends 
largely on the introduction of an intermediate ’’ function u in such 
a way that the derivative is most conveniently obtained. The 
method of breaking up functions for the application of the rule is 
illustrated by the following examples. 

Ex. 1. y-*j2x^-Z. 

Write y-Ju where 


and so 


i. 

dx 


sl2x 


d 


d 


2x 


-3=3- V%*^(2a;2-3)==^r-7- -40;== . — 
du^ dx^ 2Ju J2x^ 


Since u is only introduced for convenience of working, the final step 
is to get rid of this ‘‘ intermediate ” variable in terms of x. 

Ex. 2. y = (l+a;)2, 
i.e. y-u"^ where ti^l+x, 

d d , d 


So 




This result has been obtained before (7.4, Ex. 9) by other methods. 
1 


Ex. 3. y = 


■3a; + 2’ 


i.e. 


So 


y=-- where u~Zx + 2. 
u 


d 

^ 1 ^ 


£fo' 

\3x+2^ 

du \tu 


•3= -- 


(3a; + 2)2’ 


which has also been obtained before. 

Ex. 4. y = {ax + 6)”, 
i.e. where u—ax^h. 

d , d , d 


So 


^ (ax + (^*^ + b) = nu'^~^ , a— na {ax + 6)””^. 


dvr 


Ex, 


• 6. j-Vr 


1 +x 


I.e, 


-2a; 


y^Ju where w = 


dx 


1 -hx 


Now 


and 


A 

du 


>-2S-Wt 




So 


d 

dx 
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-2x 

= _ / — 

2Ju 

3 

(l-2x)^ 

fiT^ 1 IT- 

yi-2x~2y 1 
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d / 1 \ 

dx\l - 2x) 


(7.4, Ex. 13). 


-■2x 3 ^3 1 

•^x {l-2xY 2j{l+x){l-2xf‘ 

Each of these five examples is an instance of one general form 

w^hich can be derived at once from the function of a function rule : 

d , ^ ^du 
— — 

dx dx 

where u is any given function of x. In the case n = 

d (l\ 1 du 

dx \ul u^dx^ ' 

which is the special case of the quotient rule already given. 


■ 1, we have 


7.6 The inverse function rule/ 

Prom the function of a function rule we can derive the fifth, and 
last, of the rules for derivation. This rule provides the derivative 
of the function inverse to a given function and it applies only if both 
the inverse functions are single-valued. 

Rule V, The derivative of an inverse function. 

The derivative of an inverse function is the reciprocal of the 
derivative of the original function : 

dx 

dy~'^' 

dx 

provided that both functions are single-valued. 

The proof is as follows. Suppose that the single- valued function 
y = ^(x) gives the single- valued inverse function Then 

^{(ji(rr)} must equal rr for any value of ir. So 

iww}=i(*)=i. 

(byRulelV) 

^dxdy 
~ dy dx 


But 
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die QAi 

So, the product of — and ~ is unity and the rule is proved. 
u/y (tx 

As an illustration of the inverse function rule, we can take the 
case of the derivative of Jx, If then x==y^. The inverse 

function rule then gives 


i. 

dx 


Ux) = 



I _ 1 
2y'~' 2 Jx 


This result agrees, of course, with that obtained from the standard 
form giving the derivative of x”^ for any value of n. 

The process of evaluating derivatives can now be regarded as 
complete. The five rules, taken in conjunction with a suitable table 
of standard forms, are sufficient for the derivation of all single- 
valued functions, no matter how complicated is their analytical 
expression. Even when functions of entirely new types are intro- 
duced, it is only necessary to extend the table of standard forms 
by including the derivatives of the simplest instances of the 
new function types, as obtained directly from the definition of 
the derivative. Examples of this extension of the table of standard 
forms will be given later. 


7.7 The evaluation of second and higher order derivatives. 

The practical method of obtaining the second and higher order 
derivatives of a function introduces nothing that is new. Having 
obtained the first derivative by means of the rules set out above, 
the second derivative is obtained by a further application of the rules, 
this time applied to the first derivative considered as a function 
of X. The third, fourth and higher derivatives are then obtained in 
succession in the same way. 

It is possible, however, to extend the sum and product rules so 
that they apply directly to second and higher order derivatives. 
If u and V are two single-valued functions of x^ we have 


^ d 
dx^ 



i 
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In general, for any value of r which is a positive integer, 

d'' , , d‘'u d'v 

The extension of the product rule is more difficult. From 
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we have 


dx^ 


{m)- 



dv 

du 




d [ dv\ 

d 

( du\ 

dx \ dx) 

'^Tx 

V dx) 


dhi 


_/ dH dudv\ fdudv 

\ dx^ dx dx) \dx dx^^ dx^. 

__ dH dudv dhi 

^ dx^ dxdx^^ dx^ * 

The third derivative is then found by a fui'ther derivation process as 

# / X d^v ^dudH ^dhidv d^u 
dx^ dx^ dxdx^ dx^dx dx^ 

A general result for the rth derivative of the product is obtained, in 
this way, by repeated derivation : 

d^ . . d'^v dud^'-^v rir -V)d'^ud^~H 

dx'^^ dx'^ dxdx^-^ 2 dx^dx^~^ 

r (r - 1 ) d^-Hb dh) d^^^u dv d'^u 

— 2 r L Y . 

2 dx'^~^dx^ dx^~^dx dx^ 

This is known as Leibnitz’s Theorem and the coefficients of the 
successive terms on the right-hand side follow the weU-known 
binomial ” law. From the point of view of the present develop- 
ment, however, only the first and second derivatives are normally 
required and these can always be obtained by direct application of 
the simple rules given above. A number of examples are given for 
illustration : 


Ex. 1 . =4a:3; 

dx 


<72 fjz 


dx^ 


(x*) = 24 : 




= 0. 
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Ex.2. 


dx^ 

dx^ 


2dx^ 


4:sJx^ 


Ex. 3. =^n{n - 1)^3”-^ ; 


^ (a;”) =n{n-l){n- 2)x^-^ ; and so on. 

The general result for the rth derivative of this standard form can be 
written down by inspection : 

jf 

■^^(x^) ^n{n - l){n - 2) ... (?i -r + 

The previous two examples are particular cases of this standard result • 
If ^ is a positive integer, as in the first example, then the derivatives after ' 
the nth. order are all zero. If n has any other value, the process of finding 
successive derivatives can be extended indefinitely without producing 
zero derivatives. 


-( 

' ^ ') 

3 

^2 / 1 ^ 

1- 

dx\ 

.303+2/ 

(3* +2)2’ 

dx^ \3o; + 2/ 

' (3* +2)2 

d^ 

( ^ 1 

162 

and so on. 


dx^ 

V3a? + 2/ 

' (3* +2)*’ 



^ 2a? 

Ex. 5. ^V2a:2-3 =- 7 ==; 
dx V2a;8-3 


2'j2x^-Z-2x^'j2x^-Z 
dx 


dx^ 


'J2x^-Z = 


2*2 


;)= 


‘j2a?-ZJ (V2*2-3)3’ 


2*2-3 

""2*^ (*^2*2 -3-- 
and similarly for higher order derivatives. 

Ex. 6. If /(a?) denotes any single- valued function, then 

^ {*/(*)} =*/'(*)+/(*), 

Wi^)} W'{x)} +-^f{x) =*/" (x)+2f (*). 


and 
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Again, 

and 
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d_ f/(a:)\ _ xf’{x) -f(x) 

dx\ X j x^ ’ 

= ^4 [*H*/"(*) +/'{*) ~f'{x)}~2x{xf'{x) -fix)}] 

^xr’ix)-2xf{x)+2f{x) 

- ^3 ■ • 


EXAMPLES Vn 
Practical derivation 


1, Write down, from the standard form, the derivatives of — and 

1 ’a?® 

w- 

2. Obtain the derivatives of l+2a;2-3a;*; (l-a;)^; (a? ~2)(2aj + 1) • 

X+—- - -J—. __£±1_. l+2a; 

six" x^" 2£c + 1’ 1~£c 2’ (a; + 2)(a; + 3)’ l-a; + 2aj2‘ 


3. If «, h and c are constants, show that 


±\ 

( 1 ^ 

a 

and ^ 1 
dx ’ 

" 1 'l 

dx 

\ax + bJ 

~ {ax-hb)^ 

Kax^ + bx 4 - 0 / 


2aa; + h 

{ax^-^bx +c)2* 


4. Show that 


dx xa^x +bj ~ {a^x + 62 )* * 


5. If /(a:) =aa; +6, find the derivatives of xf(x) and 


m. 


X 


1 

6. Verify that 1 +x +X“ + ... +a?^= — . By means of derivatives 
deduce that 

rn 


1 + 2a; + 3a;^ + . . . +nx'^~^ = 


1 -a? 

1 -a;« 


nx'^ 


(l~a;)2 l-^x 

7, It is given that y = l+%i^ where w = 1 ■-a;^. Find y as a function of x. 
Write down the derivatives of y with respect to u and of y and u with respect 

to X, Verify that • 

dx du dx 


8. Find the derivatives of 


1 


and 


1 


N/a;4-l Va; + l~N/a;-l 
9. Use the function of a function rule to find the derivatives of 


Va® -x^i +a;® and 


VI 


+a;-* 


Deduce the last derivative from the other two by the quotient rule 
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10. From the functioa of a function rule find the derivatives of 


(Eyi)' 


Multiply out these powers and deduce the derivatives by using the sum, pro- 
duct and quotient rules only. 

11, Find the derivative of each of the general expressions ; 

1 1 1 


Ha; + ax^+bx+T^ ^ax^-+bx+o and 


+ e 


12. If /(a;) is a single-valued function of a;, express the derivatives of ^f(x) 
and its reciprocal in terms of the derivative of f{x), 

13. If X and y satisfy the relation xy ~a, show that 

dy V ^ dx X 
and 3 - = — » 
dx X dy y 

so verifying the inverse function rule in this case. Consider the relation 
xy'^^ =a in the same way. 

14. If 2 / is a single-valued function of a?, show that ^{x^ + 2 /”) =2 (^x • 

d/ii X 

Deduce that if a; and y satisfy the relation x‘^-\-y^ — l. Verify by 

dx y 

finding the derivative of 2 / = - x^, 

15. Evaluate the second derivatives of and Vl -x^, 

sjx 


16. Find the first and second derivatives of 


— 7 and of f • Deduce 
ax + 0 ax -f- 0 


that successive derivatives of these functions differ only by a constant factor, 

17. If xy^a^ 
for xy =a + hx. 


17. If xy—a, show that + 2 — = 0 . Show that the same resxilt holds 


^dx' 


18. If y =x^ -f~” , show that x^ + x^^ 

b 


x ^ » “ " 7 ~ dx 


= 0. Does the same result 


19. Show that all derivatives of ax^ -hbx +c of higher order than the second 
are zero. 

20. If f{x) is a single-valued function of x, obtain the third and fourth 
derivatives of xf{x) in terms of the derivatives off{x). In general, deduce that 

d'" r dr . 

and verify by Leibnitz’s Theorem. 

21. Draw graphs of y =x^ and y —^x for a range of positive and negative 
values of x and verify that each function is monotonic increasing. How is one 
graph to be obtained from the other ? Find the derivative of ^x and check that 
the tangent gradient to the curve y=^x, as estimated from the graph, equals 
this derivative. Show that the derivative becomes infinite at a: = 0 and so 
that the tangent to the curve is Oy at this point. 
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22. Write x^, and x^ as products and deduce their derivatives from the 
derivative of a; by the product rule. From the derivatives of and a;®, use 

the quotient rule to obtain the derivatives of and -4, and the inverse 

function rule to obtain the derivatives of Jx and ^x. Find the derivatives 

A 5. ' 

of and x~' “ by the function of a function rule from the derivative of s/x. 

23. G eneralise the results of the previous example to show how the standard 
d 

form — (x'^) —nx'^'^ ^ can be deduced, for any rational value of n, from the rules 
ax . d 

of derivation and from the fact that -T~(a!) = l. 

dx 

24. Find the derivative of {a - hx)x^. If a hemispherical bowl of radius 
10 inches is filled to a depth of x inches with water, it is known that the volume 
of water is 7 r{l 0 -x)x^ cubic inches. Find the rate of increase of volume as 
the depth increases and an approximate value of the volume increase when 
the depth increases from 5 to 5-1 inches. 

25. If water is poured into the bowl of the previous example at the rate of 

one cubic inch per second, show that the depth increases by — — — inchf^.« 
per second when the depth is x inches. 7tx{20 - 3^) 

26. Find the equation of the tangent to the curve y =ax + b +- at the point 

with abscissa Xi. Where is the tangent parallel to Oic? ^ 

27. A projectile travels i(l +t^) feet in t seconds. Show that it moves with 
increasing velocity and acceleration. What is the velocity after 1-0 seconds ? 
Find an approximate value of the distance travelled during a small time 
from the ^th second. 

28. After t seconds a body is a? =ai + feet from its starting-point. What 
are the velocity and acceleration then? Show that the velocity is ^a'^ + 2hx 
feet per second when x feet have been covered. 

29. If the demand law is p=--c, show that total revenue decreases as 

X 

output increases, marginal revenue being a negative constant. 

30. In the case of the demand law p ~ {a - hxY, show that the average and 
marginal revenue curves are both parabolas, the former lying above the latter. 
Show that marginal revenue falls to a negative value and then rises to zero as 
output increases. Plot the total, average and marginal revenue curves in the 
case of the demand of Examples V, 10. 

31. Show that the demand law p~a-bx- gives parabolic average and 
marginal revenue ciuve’s of similar shape, both falling continuously as output 
increases. Where is marginal revenue zero ? 

32. What is the marginal revenue function for the demand p = \/a-bx2 
Under the conditions of Examples V, 8, how many tenements must he rented 
per week before marginal revenue falls to zero ? 

•I 

33. Show that marginal revenue can always be expressed as • 

Deduce that the gradient of the demand curve is numerically equal to ^ at the 

output where marginal revenue is zero. Check this result in the cases of the 
particular demand laws of the two previous examples. 

M 


M.A. 


178 


MATHEMATICAL ANALYSIS FOR ECONOMISTS 


M. The total cost function is iI-Vaa;+6+c. ^ Find an expression for 
marginal cost and show that it decreases as output increases. Plot the mar- 
ginal cost euiwe for the electricity output of Examples V, 17. 


85. If U =ax f-d is the total cost of an output x, show that the mar- 

x+c f c(h-c)\ 

ginai cost of the output is a j 1 + p j- • 


If b>c, deduce that marginal 


{x + c)^ 

cost falls continuously as output increases. Draw the margmal cost curve 
of the tobacco manufactimer of Examples V, 20. 


86. If a firm can produce two chocolate “ lines ” according to the conditions 

of Examples V, 25, interpret the value of the derivative — . At what output 

is a small decrease in the production of one line accompanied by an equal 
increase in the other line? 


87. The output of a coal-mine is given in terms of the number of men 
working per shift according to the relation of Examples V, 27. Draw a graph 
showing variation of output. Find expressions for average and marginal 
output when x men per shift are worked and draw the corresponding curves. 
Show that both curves are parabolas and that average output only equals 
marginal output when the former has its greatest value. 


CHAPTER VIII 


APPLICATIONS OF DERIVATnTES 
8.1 The sign and magnitude of the derivative. 

We have seen that the value of a derivative can be interpreted in 
two ways. The derivative of a single- valued function /(aj) measures 
the rate of change of the function and the tangent gradient of the 
curve y=f(x) at the point in question. In the present chapter we 
base certain very important applications of the derivative on these 
interpretations of its value. It wiU be noticed, however, that our 
results depend largely upon diagrammatic "" intuition ” and are not 
rigorously established. The less strict development is sufficient at 
this stage, but it can be added that it is possible to provide formal 
analytical proofs of our results in all cases. 

The value of the derivative off(x) at the point x=a is/'(a). The 
meaning of the sign of f'{a) is evident. Iff '{a) is positive, then the 
rate of change of f{x) is positive, i.e. f{x) increases as x increases 
through the value x=a. The tangent gradient of the curve y=^f{x) 
is positive and the tangent and curve slope upwards from left to 
right at the point with abscissa < 2 . The converse properties hold if 
f'{a) is negative. Hence, 

(1) /' (a) > 0 implies that f{x) increases as x increases and that the 

curve y=fix) rises from left to right at the point x=a, 

(2) /'(a) <0 implies that /(a;) decreases as x increases and that 

the curve y=f{x) falls from left to right at the point x=a. 
The numerical magnitude of the derivative f'{a) then measures how 
rapidly the function /(a;) increases or decreases, and how steeply the 
curve y =f{x) rises or falls, at the point x=a. 

The results can be extended to indicate the nature of the function 
or curve over a whole range of values of the variable x. In order to 

* Some of the analytical proofs are given at a later stage, when we consider 
the important result known as Taylor’s series. 
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see wlien the function increases or decreases, or where the cur¥e 
rises or falls, it is only necessary to examine the sign of the derivative _ 
of the function. For all ranges of values of r?; in whieh/'(:r) is positive, 
we know that /(a:) increases continuously as ir increases and that the 
curve y=f(x) rises continuously from left to right, and conversely 
for ranges in which f'{x) is negative. 

One case of special interest now presents itself, the case where the 
derivative is zero at a given point. If /'(a) = 0, then f{x) is neither 
increasing nor decreasing, and the curve y=:f{x) is neither rising nor 
falling, at the point x=a. The value of the function is momentarily 
stationary and the curve has a tangent parallel to Ox, The value 
of the function at such a point is called a stationary value and much 
of the foUowmg development is concerned with these values. Before 
proceeding, it is instructive to examine some particular functions and 
to obtain a general idea of the properties holding at their stationary 
values. 

Ex. 1. y^4cx-x^. 

Here ^ = 4-2a:= -2(a:-2). 

The derivative is positive when a? <2, zero when a: = 2 and negative 
when x'> 2. The value of the function increases at first, becomes station- 
ary at a: = 2 and then decreases as x 
increases beyond this value. The 
corresponding curve is a parabola 
rising to a peak at the point where 
x~2, as shown in Fig. 47. In this 
case, we say that the function has a 
‘‘maximum” value ^ = 4 at the point 
where a; = 2. 

Ex. 2, y~x^~4cx + 8. 

Here ~ =2aj -~4 = 2(a: -2). 

The sign of the derivative is exactly 
opposite to that found in the previous case. The value of the function is 
again stationary at x = 2, but the function decreases as a: increases up to 
the value 2 and increases as x increases beyond 2. The curve, graphed in 
Fig. 48, is a parabola with a lowest point at a? =2. In this case, we say 
that the function has a “ minimum ” value y =4 at the point where a; = 2. 



■ Ex. 3. = 6x - 3a;^ + 1^^^^ 

Here ~ =6 -“6a;+fx^=f {a;-2)^. 

Tlie derivative is positive at all points except that it beconies zero at 
the single point w=2. The function is monotonio increasing but has a 
stationary value ^ = 4 at a; = 2. The graph of the curve is shown in Eig. 49, 




from which it is seen that the curve always rises except at the single point 
where the tangent is parallel to the axis Ox, The stationary value, in this 
case, is neither a “ maximum ” nor a minimum The point concerned 
is an example of what is called a “ point of inflexion a name derived 
from the fact that the curve crosses over the (horizontal) tangent as we 
pass through the point. 

8..2 Maximum and minimum values. 

It is now necessary to make more precise the meaning of the terms 
maximum and minimum values, which, we have seen, are connected 
with the stationary values of a function. 

Definition : The function /(a:) has a maximum (minimum) value 
at a point where the value off(x) is greater (less) than all values in the 
immediate neighbourhood of the point. 

The maximum and minimum values together can be termed the 
extreme values of the function. 

It is assumed, in the following development, that the function and 
its derivative are finite and continuous at aU points. The corre- 
sponding curve is then smooth, being free of discontinuities and 
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sharp points Eig. 60 shows a hypothetical, and rather artificial, 
curve of this nature, drawn for the purpose of indicating the various 
possibilities that can arise. 

It is clear, in the first place, that a maximum or minimum value 
off(x) can occur only at a stationary point where the curve y=f{x) 
has a horizontal tangent. If the tangent slopes upwards at any 
point, there are larger values of f{x) immediately to the right of the 
point. If the tangent slopes downwards, there are larger values of 
f{x) immediately to the left of the point. Neither of these cases is 



Fig. 50. 

possible, by definition, at a point where f{x) is a maximum. The 
tangent can, therefore, only be horizontal at a maximum point 
and (similarly) at a minimum point. Thus aU the maximum and 
minimum values of a function are included amongst the stationary 
values. 

In the second place, of all the points where the tangent to the 
curve y=f{x) is horizontal, there are some points (such as A and D) 
giving maximum values and other points (such as B and B) giving 
minimum values of f{x). But there remains the possibility of a 
third kind of point, such as the “ inflexional ’’ point (7, where the 
function has neither a maximum nor a minimum value. Stationary 
values, therefore, include cases other than maximum and minimum 
values. 

A method for distinguishing different kinds of stationary values is 
suggested by Fig. 60. The tangent gradient of the curve y=zf[x) is 
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positive (the tangent being upward sloping) immediately to the left 
and negative (the tangent being downward sloping) immediately to 
the right of a point where /(a;) has a maximum value. Hence, the 
derivative f'{x) changes from positive, through zero, to negative 
values as x increases through a value giving a maximum of f{x). At 
a point where the function has a minimum value, the tangent 
gradient and derivative change sign in the opposite sense. Finally, 
at a point where there is a stationary value which is neither maxi- 
mum nor minimum, the zero value of the tangent gradient and 
derivative does not mark a change in their sign at all ; they have 
the same sign on each side of the point. 

These results, indicated by inspection of the curve of Fig. 50, can 
be set out in precise analytical form : 

CEITERION FOR MAXEVIUIM AKD MINMIBI VALUES 

(1) All maximmn and minimum values of the single- valued 
function f{x) are stationary values and occur where f'{x) is 
zero. 

* (2) If f'{x) changes in sign from positive to negative as x increases 
through a value a where f'ia,) = 0, then /(a) is a maximum 
value of the function /(rr). 

If f'{x) changes sign from negative to positive under 
the same conditions, then f{a) is a minimum value of the 
function. 

If f\x) does not change sign under the same conditions, then 
f{a) is neither a maximum nor a minimum value of the 
function. 

There are thus two conditions to consider. The first is a neces- 
sary ” condition for an extreme value, while the second adds the 
''sufficient” condition which enables us to distinguish maximum, 
minimum and other stationary values. The conditions together make 
up "necessary and sufficient” conditions (see 8.9 below). We can 
notice an alternative, but less exact, way of expressing the necessary 
condition. If y=f(x) has a stationary value (e.g. a maximum or 
TYiiri ir mTm value) at a point, then y is momentarily steady in value 
and = 0 approximately for any small change in x from the point. 
Thiis when treating the function at a maximum or minimum position, 
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we can regard it as a constant for small variations about the position. ■ 
In any case^ the value of the function always changes very slowly 
from such a position.^ . 

It must be emphasised that a maximum value of a function is 
not necessarily the “ greatest ” value of the function. A maximum 
value is greater than all neighbouring values but there may be still 

greater values of the function at 
more remote points. Similarly, a 
minimum value need not be the 
'' smallest value. There is only 
one greatest and only one least 
value of the function but there 
may be several alternating maxi- 
mmn and minimum values. This 
is clear from Fig. 50. Further, it 
is important to realise that every 
stationary value is not an extreme 
value and we should always be 
on the look-out for inflexional” 
stationary values. Finally, our criterion may break down and fail 
to show a maximum or minimum value if the function or its 
derivative is not continuous. Fig. 51 illustrates the fact that a. 
maximum value, occurring at a sharp point ” of the curve, may 
not be indicated by the criterion we have given. 



8.3 Applications of the second derivative. 

The second derivative /"(a;) of a function, being the derivative of 
the first derivative f{x), measures the rate of increase or decrease 
of f{x), i.e. the rate of increase or decrease of the tangent gradient 
to the curve y=f{x) as we pass through the point concerned. The 
sign of f"{x) at any point x^a provides some useful information. 
If /"(a) is positive, then f(x) is changing at an increasing rate as 
x increases through a and the tangent gradient to the curve y=f{x) 
increases as we pass through the point with abscissa a. The tangent 
to the curve turns in the anticlockwise direction and the curve is 
convex when viewed from below at this point. Conversely, if /"(a) 

* The device of keeping a maximised or mmimised variable constant is 
often adopted by WickselL See, for example. Lectures on Political Economy 
(Ed. bobbins, 1934), Vol. I, p. 181. 
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‘ ■ is negative, then f {x) changes at a decreasing rate as x increases, the 

tangent to the curve turns in the clockwise direction and the curve 
is concave from below at the point where x=a. These results, which 
are fully illustrated in Pig. 52, are independent of the value of the 
derivative /'(a), of whether the tangent to the curve slopes upwards, 
downwards or is horizontal at the point where x=a.'^ Hence : 

(1) f^'{a)> 0 impHes that the function f(x) changes at an increasing 

rate as x increases through the value a and that the curve 
y=f(x) is convex from below at the point x=a, 

(2) f"(a) <0 implies that the function f(x) changes at a decreasing 

if rate as x increases through the value a and that the curve 


yz=f(x) is concave from below at the point x—a. 



0| f'(a)>0 f"(a)<0 A- O I f'(a)=0 /''(a)<0 'x O | "x 

Fig. 62 , 


The numerical magnitude of f\a) then indicates how rapidly the 
value of f{x) is accelerating ” and how great is the curvature of 
the curve y=f{x) at the point x—a. All questions relating to the 
nature and extent of the curvature of a curve are answered by an 

* But the results, which are obvious enough when f{x) increases and the 
tangent slopes upwards, should be interpreted with care when /(a?) decreases 
and the tangent slopes downwards. When we say that f'{a)< 0 and /"(a) >0 
unplies that f{x) is decreasmg and changing at an increasing rate at x=a, we 
mean that the numerical rate of decrease pff{x) is getting less (and not greater) 
as X increases. A negative quantity, which is getting less in numerical magni- 
tude, is increasing. ‘ 
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esaniiiiatioii of the value of the second derivative of the function 
eoncemed.'. 

All alternative criterion for extreme values of a function can be 
given in terms of the second derivative. It is assumed that the 
function f{x) is finite, continuous and possesses continuous first and* 
second derivatives. If /'(a) is zero and negative, then f{x) 
must decrease through zero as x increases through a, i.e. the change 
in sign of f'{x) is from positive to negative and x=a must give a 
maximum value of the function. In the same way, we see that a 
minimum value of the function is obtained at x=a when f'(a) is 
zero and f"(a) positive. Hence : 

ALTERNATIVE CRITERION FOR IVIAXIMUM AND MINIMUM 

VALUES 

(1) All maximum and minimum values of f(x) occur where 

f(^)=0. 

(2) If f'(a) = 0 and /"(£&) <0, then f{a) is a maximum value of the 

function. If f\a) = 0 and f"icf^)> 0, then f{a) is a minimum 

value of the function. 

The first condition is, as before, a '' necessary ” condition. The 
second is a '' sufficient ” condition indicating situations in which only 
a maximum (or only a minimum) value off{x) can occur. But it is 
not complete, i.e. , both “ necessary and sufficient ’’ (see 8.9 below), 
since the case where /"(a) is zero is not covered. This case includes 
aU inflexional stationary values and may include other maximum or 
minimum values as well. The alternative criterion, though often 
more useful, is somewhat more limited in its scope than the first 
criterion. 

8.4 Practical methods of findmg maximum and minimum values. 

In practical problems, we require the maximum or minimum 
values attained by one variable (y) as the value of another variable 
(rr) is changed. If the variables are related by a single-valued 
function y=f(x), we proceed : 

(1) The derivative /'(a;) is obtained. 

(2) The equation f'(x) = 0 is solved to give a number of solutions 

x=a, x = b^ x = c, ... . 
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(3) Each sointion (e.g. is taken in turn and examined. 

Either: the change in sign of f'{a + h) as changes from 
negative to positive is determined. If the change is from 
positive to negative, f{a) is a maximum value of f{x). If the 
change is from negative "fco positive, f(a) is a minimum value 
of f{x). If there is no change of sign, f{a) is an inflexional 
value of /(a;). 

Or : f"{a) is obtained and its sign determined. If f '{a) is 
negative, f{a) is a maximum value of f{x). If /"(a) is 
positive, f{a) is a minimum value of f{x). 

If this process is carried out in the cases of the three simple 
functions quoted in 8.1 above, it is found that one stationary value 
y = 4 occurs at a: =2 in each case. This is a maximum value, a riani- 
mum value and an inflexional value in the three cases respectively. 
The following examples provide further illustrations. 

Ex. 1. y==x^-Sx^+5, 

Here ^ = 3x^ -'6x=Bx{x -2) ; = -6 = 6 (a; - 1 ). 

The stationary values of y occur where 3x{x - 2) =0, i.e. at a; =0 and at 
a; = 2 . The corresponding values of y are y-5 and y — l. To distinguish 
between maximum and minimum values, 

at a;= 0 , ■ 3 - 4 = - 6 < 0 ; a-r 
dx^ " 

The function has a Tnaximum value 5 at a:=0 and a minimum value 
1 at a; = 2 . The graph of Fig. 56 below illustrates. 

Ex. 2. y^zx^- 4:X^ + 16a:. 

Here ^ = ^ 0 ? -I2x^ + l& ^ = \2x^-24tx 

dx dx^ 

= 4(a;»2)2(a: + l). = 12 a;(a:- 2 ). 

There are stationary values y— -11 ata:= -1 and y = 16 at a: = 2 . At 
a: = - 1, the value of the second derivative is 36. The function thus has 
a minimum value of -11 at this point. At a: = 2 , the second derivative 
is zero and the nature of the stationary value here remains undecided. 
To settle this point, the first derivative at a: = 2 +^ has value 4A^(A + 3). 
This is positive for all small (positive or negative) values of h. The 
function has an inflexional stationary value at a: =2. The graph of 
Fig. 57 below illustrates. 
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Ex. 3. 


Here — ■ 

dx {x-lf’ 

wMch is negative for all values of x. The function has no stationary, 
and so no maximum or minimum, values. The curve representing this 
function is a rectangular h3rperbola with asymptotes parallel to the axes, 
a curve which clearly has no tangent parallel to Ox. 


at x= 4 :+h. 


-n . 2 -X 

Ex. 4 , -• 

^ x^+x -2 

Here xix-4) _ 

dx (x^+x- 2 f 

There are stationary values y=^ -1 ata ;=0 and 2^= at rc= 4 . We 
now examine the sign of the derivative near these points : 
dy . A(^- 4 ) / dy h{h+ 4 :) 

7 — /7,2 , 7 , OV 2 ^ ^ ? “7 7T5 m! VoTo ^ ^ 4 /Z'. 

dx {h^+h- 2 )^ dx + + 

The first expression changes from positive to negative as h is given 

small values changing, from 
yk negative to positive. The 

y | f - - ^ second expression changes in 

I y the opposite sense as A is varied 

1 . 1 * - ' similarly. The function thus 

I I has a maximum value - 1 at 

I i-- I \ x =0 and a minimum value 

y, o n 1 1 \ ~-g-ata;= 4 . 

“4 “3 t 2 -1 1 \2 3 4 5 ® 

— i — ^ f— 77 1 — — i 1— 557, The curious feature of this 

I I case is that the maximum 

I j value of the function is smaller 

j than the minimum value. This 

I —^<—1 apparently paradoxical result 

I / \ i is due to the fact that the 

I /“f " ' \ I . function has infinite values, at 

Pig. 53. 2; = 1 and at a; == - 2 . (At each 

of these values the denomin- 
ator of y is zero.) The graph of the function, shown in Eig. 53 , illustrates 
how the presence of infinities influences the maximum and minimum 
values. 

Ex. 5 . y^^ax^+hx'^c. 

Here ^=^ 2 ax+b; ^=2a. 
dx dx^ 
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i) 

There is one stationary value ^ — at .ir= ' This value is 

a maximum if a is negative and a minimum if a Is positive. The curve 
corresponding to this function is a parabola with axis vertical. The 
stationary value occurs at the vertex of the curve and is a maximum or 
minimum according to the direction of the axis as determined by the sign 
of a (see. 3.4 above). 


Ex. 6. ij = ax + b + where a, b and c are positive constants and or is 
assumed to take only positive values. 


Here 


dx 


■a - 


c ^ d^y_2c 


' dx^ 

Since tr is positive, there is only one stationary value and this occurs 

Tc 


at the point ^ • The second derivative is positive. So, the function 

has a mZttc y =2\/uc + 6 at this point. 


d 

Ex. 7. y^ax^ - , where a, 6, c and d are positive constants 


and X is restricted to positive values. 
Here 


% a z. ^ c 2d 


The stationary values occur at points where the derivative is zero, i.e. 
where x satisfies the relation : 


2aa^ -bx^ -d=^0. 


It can be shown that this cubic equation has only one positive root, and 

that the value of this root is greater than a? = ^ * The second derivative 

is seen to be positive. The function has thus a single minimum mine for 
the range of positive values of x. 


Ex. 8. An open box consists of a square base with vertical sides and 
has a volume of 4 cubic feet. What are the dimensions of the box for a 
minimum surface area ? 

Let X feet be the side of the square base and h feet the depth of the 
box. Then hx^ =4: since the volume is given as 4 cubic feet. From this 
we obtain A in terms of a;: The surface area is 

y—x^ + 4Jix~x^ -{-^ square feet. 
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■ So, ^ is '«TitteD as a function of aj oiily and its mimmuin value is 
required for variation in a: (which alone governs the dimensions of the 
box). The values of x for stationary values of y are given by 

^ = 2aj-~=0, i.e. 
ax 

Hence gives the only stationary value of y. Since 

!^=2+™=6>0, when a- =2, 
dx^ 

the stationary value is a minimum. The minimum surface area is thus 
12 square feet and the dimensions of the box are then : side of base = 2 feet 
and depth of box = 1 foot. The depth of the box is half the side of the 
square base. 


8.5 A general problem of average and marginal values. 

From a given single- valued function f{x) at a point x, we derive 
the pair of values : 

fix') 

Average value off{x) =r~^ ; Marginal value off(x) =f '{x). 

X 

The average value is taken over the whole range from zero to the 
given value x ; the marginal valuq refers to the margin ” at the 
given value x. In diagrammatic terms, if P is the point with 
abscissa x on the curve y—f{x), then the average value of f{x) is 
represented by the gradient of the radius vector ” OP and the 
marginal value by the gradient of the tangent at P. The application 
of these general concepts in the economic problems of demand and 
cost have been considered at an earlier stage (6.8 above). 

It is now assumed, for convenience, that both x and /(a;) take only 
positive values. It is required to find the values of x which corre- 


spond to maximum or minimum values of the average 


f{^) . 

X 


So 




1 -fix) 

dx] 

1 * J 

X^ ’ 

1 


1 xf"{x)-2xr{x) + 2f(x) 

dxA 

L J 

[ x^ 

f 

! of occur where xf'{x) ~f{x) = 

X 




X 
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At such a point, the value of the second derivative reduces to 

dx^\ X } X 

andj since is taken as positive, tHs has the sign of/"(:i:). The 
average value of f{x) is thus stationary at any point where the 
average and marginal values of f{x) are equal. The stationary value 
is a iiiaximuni if /"(a*) is negative at the pomt ; it is a minimum if 
f "{x) is positive at the point. 

In diagrammatic terms, a stationary value of the average value 
of f{x) is shown by a point P on the curve y =f(x) where the tangent 
coincides with the radius vector OP, Le, at a point where the tangent 



passes through the origin 0. The average value is a maximum if the 
curve is concave from below at the point P ; it is a minimum if the 
curve is convex from below at the point. These facts are clear from 
the two cases illustrated in Pig. 54. 

8.6 Points of inflexion. 

A single-valued function y~f (x) is dejfined to have an inflexional 
value at a point where the corresponding curve crosses from one side 
of its tangent to the other. The point itself is described as a point 
of inflexion. The most important property of a point of inflexion is 
that it marks a change in curvature, the curve changing from convex 
to concave from below as we pass from left to right through the 
point, or conversely.* This property is clear from the inflexional 

* If the function is single-valued and the curve smooth, then all changes of 
curvature occur at points of inflexion. For multi-valued functidhs, on the 
other hand, a change in curvature may occur where the curve “ turns back 
on itself ” and the tangent is vertical. Such a point is not a point of inflexion- 
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eases shown in Pig. 55. There are two classes of points of iiifl^exion. 
A point of one class (as illustrated in the first two cases of Pig. 55) 
marks a change of curvature from convex to concave from below as 
we move from left to right along the curve. A point of the other 
class marks a change of curvature in the opposite sense (as shown in 
the second two cases of Pig. 55). The actual tangent at the point of 
inflexion is not restricted in any way ; it can slope upwards or down- 
wards with any numerical gradient whatever. Upward and down- 
ward sloping tangents are shown in Pig. 55 for each of the two classes 
of inflexional points. Further, as limiting cases, the tangent can be 
parallel to Oil: with zero gradient or parallel to Oy with infinite gradient. 





In addition to the change of curvature property, another charac- 
teristic of points of inflexion is evident from Pig. 55. A point of 
inflexioh always corresponds to an extreme value of the tangent 
gradient of the curve. At a point of inflexion of the first class, the 
tangent gradient is a maximum, the gradient increasing as we move 
from theTeft towards the point and decreasing as we move to the right 
away from the point. At a point of inflexion of the second class, it is 
seen, in the same way, that the tangent gradient is a minimum. 
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Assuming that the shigle-Talned function f (x) is finite and con- 
tinuous with continuous first and second derivatiires, it is a simple 
matter to express the properties of an infliexional value of f{x) in 
analytical t^nis. The' derivative/^(a:), as the measure of the tangent 
gradiejit, must have an extreme value at any point of inflexion. It 
is necessary, therefore, that the second derivative /"(a;), being the 
derivative of /'(a:), has zero value at the point. Further, the value 
off''{x) must change in sign as x increases through the point con- 
cerned, the direction of the change determining the class to which 
the point of inflexion belongs. If f''{x) changes from positive to 
negative, the derivative f'{x) has a maximum value and the curva- 
ture changes from convex to concave from below, i.e. the point of 
inflexion is of the first class. The converse change of sign of /"(^) 
indicates a point of inflexion of the other class. So 


CRITERION FOR POINTS OE INFLEXION 


(1) An inflexional value of function f{x) can only occur at a 

point where /''(a;) =0.^ 

(2) If/''(a) = 0, and if /"(a;) changes in sign as x mcreases through 

the value a, then f(a) is an inflexional value of the function 
f(x). The direction of the change of sign of f''{x) indicates 
the class of the point of inflexioj/. 


The first condition is necessary ’’ for points of inflexion. The 
second adds the^"^ suflficient ” condition and, altogether, we have a 
criterion which is complete, i.e. necessary and sufficient ’’ (see 
8.9 below). 

If the function is assumed to have a continuous third derivative, 
an alternative form of the criterion can be given in which this 
derivative is used. If /"'(a) is negative at a point where /"(a) is 
zero, then /'(a:) is a maximum at the point a; = a, i.e. we have a point 
of inflexion of the first class. Similarly, if f'"{a) is positive at the 
point where /"'(a) is zero, we have a point of inflexion of the second 
class. Hence, if/ '' (a) =0 and/''' (a) ^^0, there is a point of inflexion 
at 'X=a and the sign of the non-zero third derivative indicates to 
which class the inflexional point belongs. This alternative form of 
the criterion is not complete (not '^ necessary and sufficient ”) since 
the case where the third derivative is zero is not considered. 

A point of inflexion, as we have remarked, is in no way dependent 


H 
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on the value assumed by the first derivative of the function at the 
point. It may happen, however, that the first derivative is zero at 
the point of inflexion, the value of the function being stationary 
as well as inflexional. The second, and incomplete, criterion for 
stationary values (8.3 above) can now be extended sMghtly by the 
addition of the condition : 

If /'(a)=/"(a)=0 and if f"'{a) then /(a) is a stationary and 
inflexional value of the function f(x). 

The criterion is still incomplete since it takes no account of cases 
where the third derivative is zero.* 

As long as the third derivative of the function /(rr) is not zero at 
the point x=a, the following scheme indicates all the possible cases 
of stationary and inflexional values of f{x) : 

Stationary value Inflexional value 



Extreme Stationary and Inflexional and 

value inflexional value non-stationary value 

/'(a) = 0 r{a) 9^0 r{a) =/"(a) = 0 /'(a) 9^0 /"(a) =0 ' 

Two examples will illustrate the method of locating inflexional 
values in the cases of particular functions : 

■f 

Ex. 1. y—x^-Sx^+5, 

Here ^-5x{x-2}; g = 6(:r-l); g = 6. 

There is thus only one inflexional value of the function, i.e. ^ = 3 at 
x = l. The third derivative is positive and the second derivative changes 
sign from negative to positive as we pass from left to right through the 
point of inflexion. The point is thus an inflexion of the second class, the 
curvature of the curve changmg from concave to convex and the tangent 
gradient ( -3) beuig a minimum. Fig. 56 indicates the point of inflexion 
P and also the maximum and minimum points A and B on the curve 
representing this function. 

Ex. 2. y=x^-4:x^ + 16x. 

Here |=4(rr-2)^(a; + l); g = 12*(^-2); g=24(a;-l). 

* The criterion is fully completed in 17.5 below, where extreme and m- 
fiexional- values are determined by the first non-zero derivative of f{x) of 
whatever order it may be. 
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There are two points of inflexion. At a: =0 there is the inflexional value 
^ = 0 ; at X = 2 there is the inflexional value y — 16, At. the first of these 
points the third derivative is negative. The point is an inflexion of the 
first class, the curvature changing from convex to concave and the tangent 



gradient (16) being a maximum. At the second of the points the third 
derivative is positive. The point is an inflexion of the second class, the 
curvature changing from concave to convex. Further, the first derivative 
is also zero at the point and we have here a stationary as well as an 



inflexional value of the function. The zero tangent gradient at the point 
is a minimum value of the tangent gradient. Fig. 57 indicates the graph 
of the curve representing the function and shows the two inflexional 
points in addition to the single minimum point. 
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.7 Monopoly problems in economic theory. 

Many of the problems of physics and other mathematical sciences 
can be reduced to the determination of positions of maximum or 
•mi-niimim . It is sufficient to instance the importance of maximum 
or •miniTYni-m potential, energy, action and entropy. An exactly 
similar situation is found in certain branches of economic theory. I In 
static problems, we find it convenient to assume that the individual 
consumer seeks the highest position on his ‘^preference scale’’ 
consistent with market conditions, that the individual firm fixes 
output or price to produce the largest net revenue and organises its 
factors of production to give the largest output at a given cost or the 
smallest cost for a given output. Similar assumed principles, in 
more complicated forms, are to be found in djmamic problems. If 
functions of a single variable suffice to interpret the phenomena 
concerned, then the methods of the present chapter apply at once in 
the solution of our problems. Some simple examples, intended to 
illustrate the method, are given in the following paragraphs.* 

As a first problem, suppose that a firm produces a good X under 
known cost conditions represented by the total cost function n=^F{x). 
The demand of the firm’s market for the good X is assumed to be 
known and represented by the demand function x = (f>{p) ox p = (x), 
where x is the demand at price p. Within the limits set by this 
demand relation, the firm is assumed to act as a monopolist with the 
object of maximising net revenue. Two alternative points of view 
can be taken. Either : the firm fixes its output and leaves the price 
to be determined by the demand conditions. Or : the firm fixes its 
price and the demand conditions* determine the appropriate output. 
The analysis of the problem is different in the two cases but, as we 
shall see, the results obtained are effectively identical. 

Assuming that the firm fixes output, then the price to clear any 
output x must be jp = ^ (x) as given by the demand conditions. The 
gross revenue from output x is M=xi/s(x), the total cost is n=F {x) 
and the net revenue is {B - U) given as a function of x. The output 


* For an account of the importance of maximum or minimum positions, 
particularly in relation to “loose indefinite relations” between economic 
variables, see Edgeworth, Mathematical Psychics (1881, reprinted 1932), pp. 
1-15 and pp. 83-93. 


,, M^PLICAtlONS OF BE - lOT 

z fixed by the firm for maximtnn net revenne must satisfy tbe two 
conditions : 

and |,(i?-il)<0. 

Tbe first condition is ^ -^^=0, i.e. . At tbe output for 

dx dx dx dx 

equibbrium, therefore, marginal revenue must equal marginal cost. 
Tbe second condition, for a maximum as opposed to a minimum, is 

dx\dx^ ^]~'dx\dx dx)~~dx^ dx^^^^ 

dm dm 

dx^ ^ dx^ * 

Hence, at tbe equibbrium output, marginal revenue must be in- 
creasing less rapidly than marginal cost. This second condition is 



automatically satisfied if, for example, marginal revenue is decreas- 
ing while marginal cost is increasing as output increases from the 
value at which these marginal concepts are equal. 

The position can be represented on a diagram in two different 
ways. The total revenue and cost curves can be drawn on one dia- 
gram, taking output x along the horizontal axis and revenue or cost 
along the vertical axis. Suppose that, on the two curves, points in 
the same vertical line can be foimd such that the tangents to the 
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respective curves are parallel . The output common to 

such points is a monopoly equilibrium output provided only that the 
total reveime curve is less convex (or more concave) from below than 


the total cost curve 


\dx^ ^ dx^ j 


When the total revenue and cost 


curves are of '^normal” form (see 10.7-8 below), the position is 
illustrated by the curves of Pig. 58. The net revenue obtainable 
from any output is shown by the vertical distance of the total revenue 
curve above the total cost curve. This is clearly a maximum in the 
position PQ, the tangent to the total cost curve at P being parallel 
to the tangent to the total revenue curve at Q. The monopoly out- 
put OM is thus uniquely determined in this case and the monopoly 
price is read off as the gradient of OQ. 



The monopoly situation can also be represented on a diagram show- 
ing the average and marginal revenue and cost curves referred to the 
same axes and scales. Pig. 59 exhibits these four curves as obtained 
from the total curves of Pig, 58. Three of the curves happen to be 
straight lines, but this is not an essential feature of the ncam%l ” 
case here taken. The unique monopoly output is now given as the 
abscissa Oilf of the point P where the marginal curves intersect. 
The monopoly price is MRy the average cost of the monopoly output 
is MQ and the maximised net revenue is QR times OM, i.e. the 
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rectangiilar area shaded.. The condition for a maximum, as opposed " 
to 'a .minimum, is^ automatically satisfied here since the margmal 
revenue cur.ve falls while the marginal cost curve rises.* 

The analytical solution of the monopoly problem can be illustrated 
by assuming particular cost and demand functions of simple type 
appropriate to normal ’’ conditions. If the cost function is quad- 
ratic in form II=ax^ + bx + c and if the demand function is the linear 
form p =^~-ax (all the constants specified being positive), then the 
first condition of equality of marginal cost and revenue is 

2ax-hb=p - 2ocx, 

^-6 


i.e, 


x==- 


2 (cf/ -f* a) 

There is a unique equilibrium output, provided that 6. This last 
condition is simply that marginal revenue is greater than marginal 
cost at zero, or very small, output. If it is not satisfied, the firm 
never makes a positive profit and its losses are least when it produces 

nothing. The second condition for equilibrium ^ 

always satisfied. Pigs. 58 and 59 are drawn for cost and demand 
functions of these types. A sugar refinery produces an output of 
X tons per month at a total cost of + 15a: + 800) and mono- 

polises the sale of sugar on a market with a demand law p = 50 - ^x, 
where £p is the price (per ton) of sugar. The monopoly equilibrium 
output is just under 150 tons per month and the monopoly price is 
approximately £35 per ton or rather under 4d. per lb. 

Taking the second view of the monopoly problem, th e firm fixes 
the pri ce, and its output to meet the demand must be x = <f(p}. 
Here 

E=xp=p<l>(p) and n=F{x)=F{^{p)}, 

The net revenue at the price pw> {R-TI) and this is a maximum if 


d_ 

dp 


{R-IT) = 0 and —{R-II)<0, 


It Is to be noticed that, as far as our formal solution is concerned, there is 
no reason to suppose that net revenue is positive even when it is maximised. 
The total cost curve may lie completely above the total revenue curve. In 
this case, the firm either goes out of business or stays in and cuts its losses. 
Maximum net revenue is then minimum net loss. , 
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The first condition is 

|wW)-f=o. 


i.e. 


^ ^ ( . dn dndx\ 

The equation to be solved for the equilibrium price is thus 


The limiting condition for maximum net revenue is 

i 

Any value of _p satisfying the above equation and inequality is a 
possible monopoly price and the corresponding output is x=: ^{p). 

The second analysis of the monopoly problem, ■which is due to 
Cournot, can be shown to lead to the same equilibrium price and 
output as is obtained in the first analysis. This fact can easily be 
checked in particular cases, e.g. with a quadratic cost function and 
a linear demand function. Or, in general terms, the above equation 
for the monopoly price gives 

dR dRdx 

dn^^{p)+p^'{p)_dp^dxdp^dR 

dx ^ ^'{p) dx dx dx ' 

dp dp 

i.e. the condition of the first analysis that marginal cost and marginal 
revenue are equal is satisfied also in the condition of the second 
analysis. 


8.8 Problems of duopoly. 

The demand of a market for a good X is represented, as before, 
by the demand relation p = ilf(x) connecting the price and the 
demand ir. The production of the good is shared between two duo- 
pohst firms selling at the same price p. The first duopolist produces 
an output at a total cost of n^=F-^{x^ and the second duopolist 
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produces an output irg Ut a total cost of il2=#2{x2)‘ Tte solution 
of tlie problem of the distribution of the market between tbe two 
duopolists depends entirely upon what is assumed about the reaction 
of one duopolist to any action on the part of the other. 

It is assumed, in the simplest duopoly problem, that each duo- 
polist expects the other to make no change in current output no 
matter what changes he makes in his own output. Subject to this 
expectation, each duopolist then aims at fixing Ms output for 
maximum net revenue. If outputs and Xq are fixed by the two 
duopolists, the price of the good is determined by p = where 
a; = + X2 is the total output. The net revenue of the first duopolist 
is (x^ - ill) ^ 3 ad, for tMs to be a maximum, must be chosen so 
that 


A 

dxi 




d. , dll^ 

= 3 ^-- 


This is the familiar equality between marginal revenue and mar- 
ginal cost. The difficulty here is to express marginal revenue in a 
suitable form. Since Xip=^x^ils{x)^ where x=x-^-\-X2, we have 


d 


d 


dx^ 


(ajjjj) = — (x) ^ + *2) = ^ (x) + Xif(x), 


'dx. 


, makmg use of the assumption that the first duopolist considers x^ 
as fixed. Hence, for any given output x^ of the second duopolist, 
the equation wMch determines the first duopolist’s output % is 

,l>{x)+x^f{x)=^^. 

In the same way, given any output x^ of the first duopolist, the 
second duopolist fixes Ms output X2 so that 

lfl(x)+X 2 tf,'{x)=^. 

These two equations are together sufficient, in general, to determine 
the outputs of the two duopolists. The total output and the price 
at wMch it is sold then follow at once. 

The first equation gives the output of the first duopolist in terms 
of whatever output the second duopolist is producing, i.e. it gives xi 
as a function of iTg, | It can be taken, under normal ” conditions, 
that an increase in results in a decrease in x^ of smaller amount. 
The dependence of Xj^ on Xq can be represented by a '‘ reaction 
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curve (7i in^tlie plane ' The normal ” form of (7^ is shown 

in Fig. 60, The curve must be considered in relation to the axis 0x2 
and its gradient to this axis is negative but numerically less than 
unity. Similarly, the second equation gives as a function of % 

and a second reaction curve C 2 
is obtained. This curve is 
related to the axis Oxi and, in 
the normal ” case, its gradient 
to this axis is negative and 
numerically less than unity. 
The two curves (7i and C 2 thus 
intersect in a single point P and 
the co-ordinates of P give the 
equilibrium outputs Xi and X 2 
of the two duopohsts. 

In the particular case where 
the duopolists have the same 
total cost function II—F (x), the equations giving their outputs are 
il;(x) +Xj^ip'(x) =:F'{xj) and ip(x) +X 2 ^'{x) —F\x^. 

The reaction curve when viewed from the axis OX 2 is now of 
exactly the same form as the reaction curve C 2 viewed from the 
axis Ox-^, It follows that x-^ and X 2 must be equal at the point of 
intersection. Thus, as we expect , thejfcot al output is shared equally 
between the two duopolists = 0:2 = ja?. \ The value of x is given by 

xjj (x) +Jxf^)^F'(ix ) . 

Further, if each duopolist produces at constant total cost, the total 
output shared equally between them is given by 

^{x)+\xijs'{x) = Q, 

i.e. \ls{x)^{ip{x)~\-xilj'^ 

i.e. ^{x)+^{xi>lx)} = 0. 

The total output is such that the sum of the average and marginal 
revenue from the total demand p ^\jj{x) is equal to zero. If the 
average and marginal revenue curves are as shown in Fig. 61, the 
total output under duopoly is given by ON. This output can be 
compared easily with that xmder pure monopoly. The monopoly 
output of a single monopolist with constant total cost is such that 
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margmal reYenue is equal to marginal cost, i.e.* is equal to zero. In 
Fig. 61 , the monopoly ontput is OM, and this is less than the duopoly: 
output .OiV". 

In conclusion, we can indicate the way in which the general 
duopoly problem can be analysed. It is assumed that the first 
duopolist, when he varies Ms own output expects the second duo- 
polist to react and vary Ms output x^ according to some definite law 



x^ Thus, if he changes his output from a level x^y he expects 

Ms rival’s output to expand or contract at a rate indicated by the 
dx 

derivative Following Professor Frisch,* tMs derivative 

can be termed a f conjectural variation ”j and it may be positive or 
negative in valu^acwrding to circumstances. For a maximum net 
revenue, the first duopolist’s marginal cost must equal 


^^{xip)^if;(x)+xi^<p{x)^^{xi+x^) = i(!{x)+xif{x)(l+^y 

The equation, which gives % as a function of and determines the 
reaction curve Ci of the first duopolist, is now 


iPix) +Xifix) (l = 


dUi 

dxi 


In the same way, it is assumed that the second duopolist expects 
the output of the first duopoHst to vary according to a definite law 

dx 

x^=g{x2). The derivative ■T~^ =g'{x2) is again the conjectural varia- 

CIX21 


* Frisch, Monopole-Polypoley National0kononiisk Tidsskrifb, 1933. 
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tion. The equation giying as a function of and defining the 
reaction curve of the second duopoKst is 

^{x) + x4'{x){l+-^=-^- 

The two reaction curves, by their point or points of intersection, 
determine the duopoly distribution of output between the firms. 
Their forms depend on the nature of the conjectural variations of 
the two duopolists and, by making various assumptions about 
these conjectural variations, a whole series of duopoly problems can 
be defined and analysed. The problem will be elaborated at a later 
stage (13.9 below).* ' 

8.9 A note on necessary and,sufl&cient conditions. 

In the above analysis we have had occasion to draw distinctions 
between necessary ’’ conditions, '' sufficient ’’ conditions and con- 
ditions which are ''necessary and sufficient The following 
observations serve to explain more fuUy the nature of these dis- 
tinctions and to illustrate their importance. 

To start with a simple example, we can examine conditions under 
which a four-sided figure is a rectangle. First, if the figure is a 
rectangle, then one of its angles must be a right angle. This is a 
necessary condition. While all rectangles have a right angle for one 
angle, there are also other figures with the same property. If, how- 
ever, one angle of the figure is a right angle and all sides are of the same 
length, then the figure must be a rectangle. This is a sufficient con- 
dition. All figures with the property stated are rectangles, but there 
are some rectangles (i.e. those not squares) which do not display the 
property. The condition is thus not complete, not necessary and 
Sufficient. Finally, if the figure is a rectangle, then one angle is a 
right angle and opposite sides are of equal lengths. Conversely, if a 
figure has one angle a right angle and opposite sides of equal lengths, 
then the figure is a rectangle. We have here a necessary and suffi- 
cient condition ; it is complete, including aU rectangles and no figures 
other than rectangles. 

In general, a necessary condition for a certain property is such 

* The analysis given above, in the case where the conjectural variations are 
zero, is based on the work of Cournot. For the general problem, see Hicks, 
TAe T/ieort/ o/ Econometrica, 1935. 
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that, if the property holds, then the condition is satisfied. The con- 
dition is satisfied by all things with the property but may be satisfied 
also by things without the property. A sufficient condition is shch 
that, if the condition is satisfied, then the property holds. The con- 
dition is satisfied by no thing without the property but may not be 
satisfied by some things %^ith the property. A necessary and sufficient 
condition is one which holds in both the ways described — if the pro- 
perty holds, then the condition is satisfied ; if the condition is 
satisfied, then the property holds. The condition is complete and 
includes aH things with the property and no others. 

An important instance of the distinctions here drawn is provided 
by the conditions for maximum and minimum values of a function 
f{x) which has a finite and continuous derivative. A necessary con- 
dition for a maximum value at a: = a is that f'{a) = 0. This condition 
is satisfied at alt maximum positions but also at other positions (e.g. 
minimum or some inflexional positions). A sufficient condition for 
a maximum value is that /'(a) =0 and /"(a) <0. We have a maxi- 
mum value whenever this condition is satisfied but some maximum 
values can occur even when the condition is not satisfied. A neces- 
sary and sufficient condition for a maximum value is that /'(a)=0 
and that f\x) changes sign from positive to negative as x increases 
through the value a. A maximum value must satisfy this condition 
and we have a maximum value whenever the condition is satisfied. 


EXAMPLES VIII 
General applications of derivatives 


1. Write down the derivative of Sa?® + + a; - 1 and show that this 

dy 

function is monotonie increasing. If y=^ax^ ^hx‘^-\-cx-\-d, express ~ as a 

square plus a constant term. Deduce that the function is monotonic if 
h^< Zac and that it then increases or decreases according to the sign of a. 


2. Show, by means of derivatives, that y = 2 ^^ | ^^d 2 /=j— ^ are both 


monotonic fxmctions. Generalise by showing that y = 


1 - a; 
+ x 

a-iX-^' hi 


is always a 


a^x + ^2 

monotonie function. When does it increase and when decrease? Illustrate 
these results by considering the shape of the rectangular hyperbolas which 
represent the function. 

B* Show that y = a; + - has one ma ximum and one minimum value and that 

X ^ 

the latter is larger than the former. Draw a graph to illustrate. 
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C Show that y — 2x - 1 + - has a single minimiiin value and is positive for 
all positive values of ic. ^ 

6 , Find the maximiun and njinimum values of 3 / = a;® — 3a; — 1 and of 

= 10a;® 4-6a;^ + 5. Illustrate graphically. 

6 . If 'Z/ = a!^“-4a;3 + 6a;2~4a;-3, show that ^ = 4 (a;-!)®. Deduce, from 

ax 

the first criterion for maximum and niinimum values, that y has a minimum 
value at a; = 1 . Wiiy does the secon/i criterion fail to give the result in this 
case? 

l—x^ 

7. Show that each of the functions 2 / = v3 - a;^ has a single 

maximum value. Draw rough graphs of the functions to illustrate. 

8 * Show that y—xs/l + x has a minimum and y= -x^l + x a maximum 
value. Draw the graphs of the functions for a;> - 1 and deduce that the 
double-valued function y^ = x^{l + x) is continuous with a ma ximum a nd a 
minimum at the same value of x. Then consider y= + +a:) and 

y = - *s/£c»(l+£c) as the two single-valued branches of this fxmction, showing 
that each branch is continuous but without a derivative at a;=:0. Illustrate 
the difficulty of defining derivatives for multi-valued functions. 

9. Show that y^ = x{x^ - 1) can be divided into two single-valued branches, 
one with a maximum and the other with a minimum value. Deduce that the 
curve representing the double-valued function is continuous, defined only for 
* certain ranges of x and shows a vertical tangent at three points. 

10. Find the derivative of y==:&x^ and show that it is infinite at x = 0. 
Draw a graph of the function and indicate its behavioiu* in the neighbourhood 
of the origin. Deduce that y has a minimum value at the origin which is not 
a stationary value. Contrast this function and its graph with y'=:^x (see 
Examples VII, 21 ). 

11. Show that the perimeter of a rectangle of area 16 square inches is least 
when the rectangle is a square of side 4 inches. 

12. A rectangular area is to be marked ofi as a chicken run with one side 
along an existing wall. The other sides are marked by wire netting of which 
a given length is available. Show that the area of the run is a maximum if 
one side is made twice the other. 

13. A cricket field consists of a rectangle with a semicircular area at each 
end. The perimeter is to be used as a quarter-mile running track. Fmd the 
dimensions of the field so that the area of the rectangular portion is the largest 
possible. (Take 77 - = 3-14159.) 

14. A tinned soup manufacturer uses tins which are circular cylinders 
closed top and bottom. Find the most economical dimensions of the tin 
(i.e. minimum surface area) when the volume is given. If the top and bottom 
of the tin are cut from square sheets and the surplus wasted, find the new 
dimensions for greatest economy. 

15. Express the distance of O from a point on the line 2a; -f- 3 / = 5 as a function 
of the ^-co-ordinate of the point. Find the point on the line nearest 0 and 
deduce that the shortest distance from 0 to the line is perpendicular to the 
line and of length is/S. Generalise to show that the shortest distance from 

. V. ••• T . uaJi+feVi + c 

(xi, 3 / 1 ) to the line ax + by + c=0 is — * 
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1§„ Find, on, the part of the rectangular hyperbola = in the .positive, 
quadrant, the point wMch is nearest to O and show that the shortest distance 
.is perpendicular to the tangent at this point. What is the shortest distance' of,, 
the point (0, 2) from the parabola 


17. Show that the curve is convex from below for all positive 

^ c 

values of x. Is the same true of the curve «=aa; + 6 4- “-? 

X 


18. Show that the curve y ax^ + bx^ -h cx can have only one point of in- 
flexion. If a is positive, show that the curvature changes from concave to 
convex from below as we pass tlirough the inflexional point from left to right. 
Deduce that the point of inflexion is also a stationary point if = Sac. 


19. Show that the curve y = - - - has three points of inflexion separated 

33 * 4 ~ 1 . 

by a maximum point and a minimum point. Verify these facts by drawing a 
graph of the curve. 

Prove that the curve y -x^ has a single stationary point which is a point 
of inflexion. Are there any other points of inflexion? 

21. Show that the curve y = ^x is convex from below for negative values 
of X and concave from below for positive values of x. Deduce that the origin 
is a point of inflexion. Why is this point not given by the criterion that the 
second derivative is zero ? Check the result by considering the function as the 
inverse of 2 / = a?®. 

22. From the second derivative, verify that the rectangular hyperbola 
xy=:l is concave from below for negative values of x and convex from below 
for positive values of x. In what sense is a; = 0 a point of inflexion ? Contrast 
this case with that of the previous example. 

23. If/ (a;) is a single- valued function of a?, find where {xf(x)} attains maxi- 
mum and miaimum values and interpret in terms of the curve y=^f{x). If 
X and /(a?) are both positive, show that {xf{x)} can only be a maximum at a 
point where the curve y=f(x) is downward sloping with a curvature less than 
a certain amount. 

Economic applications of derivatives ‘ ri • 


24. Show that the demand curves p — {a-bxY are each 

downward sloping and convex from below. Do the same properties hold of 
the margi nal re venue curves? Show further that, for each of the demand 
laws p = ^a-hx and p = a- bx^^ the demand and marginal revenue curves are 
downward sloping and concave from below. 

t 25. Show that the demand curve x=4:a'^-Zap^+p^, where a is a positive 
constant, and p is less than 2a, is downward sloping with a point of inflexion. 
How does the curvature change ? 

t 26. With the aid of derivatives, check the positions of maximum total 
revenue obtained in the cases of the demand laws of Examples V, 2, 10 and 11. 

$ 27. It is given that a demand curve is convex from below 
points. Show that the marginal revenue curve is also convex from below 
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4 „ 






either if ^ is positive or if ^ is negative and numerically less than • 

If the demand curve is always concave from below, does a similar property 
hold of the marginal revenue ciirve ? 

'*^^8. By examining the signs of certain derivatives, show that each of the 
total cost fimctions 

x + b 


II=*^ax-{-b + c and 11= ax vd {b>c) 

x-\-c 

gives average and marginal cost curves which fail continuously with increasing 
output. 

29. From the sign of the second derivative, show that the transformation 
cmve of Examples V, 25 is concave from below at all points. 

30. If the supply of a good is related to its price by the law x = 

where a, h and c are positive constants, show that the supply curve is upward 
sloping and concave to the axis Op at all points. Illustrate with the case of 
Examples V, 23. 

31. An indifference map is defined by the relation (x-[-h)*Jy -\-h = ai where 
h and h are fixed positive numbers and a is a positive parameter. By 
expressing ^ as a function of a; and by finding derivatives, show that each 

^ i ndifference curve is downward sloping and convex from below. 

32. If i7= + 5a; + c is the cost function of a monopolist and if p = ^- ax 
is the demand law, find the monopoly price and output when the monopolist 
is assumed to fix the price. Verify that this is the same result as when the 
monopolist fixes the output. 

33. A radio manufacturer produces x sets per week at a total cost of 
+ 3a;+ 100). He is a monopolist and the demand of his market is 

x=75- Bp, when the price is £p per set. Show that the maximum net revenue 
is obtained when about 30 sets are produced per week. What is the monopoly 
price ? Illustrate by drawing an accurate graph. • 

"34. If the manufacturer of the previous example, with the same costs, 
produces for a demand of a? = 100 - 20<s/p sets per week, show that he should 
produce only 25 sets per week for maximum monopoly revenue. What is the 
monopoly price now? - 

y ^ 35. In the case of Example 33, a tax of £A; per set is imposed by the gover- 
ment. The manufacturer adds the tax to his cost and determines the 
monopoly output and price under the new conditions. Show that the price 
' increases by rather less than half the tax. Find the decrease in output and 
monopoly revenue in terms of k. Express the receipts from the tax in terms 
of k and determine the tax for maximum return. Show that the monopoly 
price increases by about 33 per cent, when this particular tax is imposed. * 

/ 36. Generalise the taxation problem of the previous example by finding the 

effects of a tax of k per unit of output when a monopolist’s total cost is 
U = ax^ + bx + c and the demand law is p = d - ax. Show that the tax brings 
in the maximum return when jb = J(d -b) and that the increase in monopoly 
price is always less than the tax. 

37. If a monopolist has a total cost of iJ= aa;^ + 5a; + c and if the demand 
law is p=p - ax\ show that the output for maximum revenue is 

_ + 3a(j8 — 5) “ a ^ 

— - 3 „' " ■ 






How many .sets, .per : week should the radio manufacturer, of Example, ,33 
produce when the demand, is ^r=10^/25 -,p sets per week? ,• , 

38. The, demand of a monopolist’s market is p=p-- ax and he produces an 
output of X units at a . total cost of iJ = ax^ - bx^ -\-cxi-d. Show,, that, the output 
for ma,iimum net revenue is the positive root of 

3oaj^ “ 2 (6 - cc)£i5 - - c) = 0. 

Taking the cost conditions of the firm of Examples V, 18, and the demand law 
P = 50 ~ show that the firm must produce Sf tons of ■ its product per month 
for maximum monopoly revenue. Wiat is the monopoly price per ton? 

39. A firm with a total cost fimction n=F{x) sells on a perfectly competi- 
tive market, the market price being fixed at,p. Show that the output of the 
firm for maximum net revenue is such that marginal -cost equals p, provided 
that total costs are covered. Deduce that there is a supply relation for the 
firm, giving the output as a function of the market price p. 

49. If F (x) =^ax^ -h bx + c in the previous example, show that the supply 
relation is linear. Show that p must exceed 6 + 2Vac if total costs are to be 
covered but that, if only variable costs are to be covered, p need only exceed 5. 
Illustrate the determination of the supply curve by drawing a diagram show- 
ing the average and marginal cost curves. 

^^41. A sugar refinery has total cost equal to £(ifer^ -f Sa? + 200) when x tons 
or sugar are produced per week. The fixed market price is £p per ton. What 
is the supply curve of the firm? W'hat is the lowest price to cover total costs? 
At what price will 150 tons be produced? 

42. A plant produces x tons of steel per week at a total cost of 

£( 3 ^ 3 -3^2 + 503;+ 300). 

If the market price is fixed at £33 6s. 8d. per ton, show that the plant produces 
16f tons per week. 

43. In the problem of the previous example, show that the plant’s output 
at the fixed market price of £p per ton is the root of 

3x2-60^+10(50-p) = 0, 

which is greater than 10 tons per week. Wliat is the smallest price for total 
costs to be covered? Show that the supply curve is 

rjj=10 + K30p-600 

for values of p greater than this minimum amount. Connect the supply curve 
with the marginal cost curve and illustrate graphically. 

.>/ 44. The market demand for a good is given by p = jS - oo;. The market is 
supplied by two duopoiists with cost functions iTj = + Cj and 

iJa = a + <^ 2 * Assuming that the “ conjectural variations ” are zero, 
show that the reaction curves are straight hnes. Deduce the equilibrium 
output of each duopoMst. 

45. The duopoiists of the previous example are radio manufacturers pro- 
ducing identical sets. The total cost of an output of x sets per week is 
£(t 5 ^^ + 199) in each case. '^¥hen the price is £p per set, the market 

demand is x = 75 ~ Bp sets per week. Show that the total equilibrium output 
is approximateiy 41 sets per week. Compare with the monopoly output of 
Example 33. 

0 


M.A. 
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46 . If the market demand of the previous example is x— 10^^25 - p sets 
per week, show that the reaction curve of the first diiopoiist is 

iCi = + 16rr2 + ^616 - 2a;a - 4) 

and similarly for the second duopolist. Draw a graph showiag the two re- 
action curves and deduce that the total output is now approximately 32 sets 
per week. Compare with the monopoly output of Example 37. 

47. A firm, with fixed plant, supplies of raw materials, etc., produces two 

goods X and Y in amounts related by the transformation function y~f{x). 
The market prices of the two goods are fixed at and Py. Show that the 
outputs for maximum total revenue are such that equals the ratio of 

P^^opy. 

48. If the firm of the previous example monopolises the sale of both X 
and T, the demand curves for X and Y being given and independent, show 
that the outputs for maximum total revenue are such that - f\x) equals the 
ratio of the marginal revenues from the X and Y demands. 

/ " . 

49. A steel plant is capable of producing x tons per day of a low grade steel 

40 — 5a; 

and y tons per day of a high grade steel, where y = If the fixed 

market price of low grade steel is half that of high grade steel, show that 
about 5| tons of low grade steel are produced per day for maximum total 
revenue. 

50 . The steel producer of the previous example monopolises the sale of both 
quality steels. If the prices of low and high grade steel are ^p^ and £py per 
toil, the demands are = 20 ~ a; and py = 25- 2y, Find an equation giving 
the output X of low grade steel for maximum total revenue. Show, by a 
graphical method, that just imder 6 tons of this steel are produced per day. 



GHAPTER IX 

EXPONENTIAL AND LOGARITHmC EUNCTIONS 


9.1 Exponential fiiHCtioiis. 

We have been concerned, so far, with power functions and with the 
variety of fonctions that can be derived, in one way or another, from 
power functions. Such functions are of great practical importance 
and they serve to describe, accurately or approximately, many of 
the ways in which one variable depends on another. It is now con- 
venient to extend the range of our function concept by the definition 
of an entirely new function type. 

The power function is represented by the general form 
where n is any given number. A new function can be defined by the 
simple process of taking the base of the power as a fixed number and 
the index as variable. So, instead of writing a fixed power of a 
variable number, we write a variable power of a fixed number. The 
new function so obtained is called an exponential function and we 
wnte 

where a is the fixed base of the function. Since a power can be 
defined for all values of the index, the exponential function is a 
function of a continuous variable x. 

It is found convenient, in general, to Hmit the value that can be 
allotted to the base a of an exponential function. If a is negative, 
then many values of a® (e.g. when x is or - 1) are not defined in 
terms of the real number system. To avoid this difficulty, we always 
take a as a positive number. If a is a positive fraction (between 0 

and 1) and if we write 6 = - > 1, then 

i.e. any power of a number less than tmity can be reduced to a power 
of a number greater than unity, the sign of the index being reversed. 
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There can be no objection, therefore, if we take the base a as a 
number greater than unity. This is^assumed throughout the following 
development.* 

The graph of the exponential function can be plotted once the 
base is given a definite value. For the particular function = a 
table of values of x and y can be obtained : 


X 

... 

-2 

3 

” 2 

-1 

-i 

0 


1 

3 

2 

•2 

... 

y 

... 

0-25 

0-35 

0*50 

0*71 

1 

141 

2 

2-83 

4 

... 


the value of y being taken, where necessary, to two decimal places. 
It is seen, from Fig. 62, that the points plotted from this table can 



be joined by a smooth line which is the curve "representing the func- 
tion 2 / = 2®. The graph shown is constructed for selected rational 
values of x only. But, for an irrational value of a;, the value of 2^ is 
defined as the hmit of a set of rational powers and the corresponding 
point must fit into the graph in a continuous way. The function 
2 / =2® is thus continuous. 

The graphs of other examples of the exponential function type 
y z=za^ are of exactly similar shape. It will be seen later that the 
graph of one exponential function (e.g. 2 / = 10"®) can be obtained from 

* !Noti <?0 that the case « = 1 is trivial. The exponential function is then the 
constant 2/= 1. 
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that of any other (e.g. y = 2®) by a process of "" stretching ” or '' con- 
tracting ” in the direction of Ox, The general shape of the curve 
y=a® is always the same ; its steepness or gradient varies with the 
value allotted to a and that is all. 

We conclude that y =a® is a single-valued and continuous function. 
It is also seen that it is monotonic increasing, y increasing over the 
whole range of positive values as x increases from injSnitely large 
negative to injSnitely large positive values. It follows that, given 
any positive number p, we can find a unique value q so thatp=a« 
An approximate value of q, for given values of andp, can be read 
oS the graph of the function y—a^m the abscissa corresponding to 
the ordinate p. We have, therefore, the important result any 
positive number can be expressed as a power of a given number greater 
than unity. 

It can be shown that, in general, irrational values of q correspond 
to rational values of p, and conversely. To illustrate the nature of 
the correspondence between p and g, we can take the useful base 10 
and write, for example, 

34 = 101*5315 and 7240=103-85»7^ 

the indices being irrational numbers written correct to four decimal 
places. Again 

10^ = 2*1528 and 10* =31*6228, 

these numbers being irrational and given to four decimal places. 
The result we have just given leads us at once to the consideration 
of what are called " logarithms 

9.2 Logarithms and their properties. 

The logarithm of a positive number p to the base a ( > 1) is defined 
as the index of that power of a which equals p. In s 3 ?mbols : 

DBriKiTiON : If p = a®, then q = log^p. 

Since a logarithm is simply the index of the power to which the base 
must be raised to obtain the given number, it follows, from what has 
been said above, that any positive number has a unique logarithm 
to a definite base greater than unity. On the other hand, a negative 
number has no logarithm to any such base. 
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The logarithms of practical work have the convenient number 10 
as their base. Since, to take two examples already quoted, 

34^101-5315 and 7240 = 103-8597^ 

follows that 

logio34 = 1-5315 and logio'7240 = 3-8597. 

These logarithms are correct to four decimal places. The two nota- 
tions, one in power form and the other in logarithmic form, are 
simply two ways of saying exactly the same thing. 

The logarithms to the base 10 are called common logarithms and 
their values have been calculated and set out in tables of logarithms 
to four, five or more decimal places. Hence, to find the common 
logarithm of a given number, we have only to look up the number in 
the tables. The numbers 1-5315 and 3*8597 given above were, in fact, 
obtained in this way. No attempt is made here to give an account 
of the way in which common logarithms are used in practice to 
facilitate numerical work. There are many practical devices ,to 
remember and it is assumed that the technique is familiar or can be 
obtained by reference to a text-book on algebra. The general laws 
of logarithms, given below, provide the basis of the practical work. 

Eetuming to logarithms to any base a greater than miity, two 
particular cases are derived from a8 = l and a^=a : 

logal=0 and logaa = l. 

Three general laws are obeyed by all logarithms : 

Law I. The logarithm of a product. 

The logarithm of a product of two numbers is the sum of the 
separate logarithms : 

logo =l0gai5i + log<,j32. 

Law II. The logarithm of a quotient. 

The logarithm of a quotient of two numbers is the difference of 
the separate logarithms ; 

logo (j) =loga^>i - log,. 

Law III. The logarithm of a power. 

The logarithm of a power is the iadex times the logarithm of the 
base of the power : 


loga(P”)=«logoP. 
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The laws eaa, be extended to the' case of products or quotients of 
more than two numbers and they .can be combined to give the 
logarithms of complicated products, quotients or powers. Since the 
logarithm of 1 is zero, we obtain a particular, and useful, case of 
Law II : 



Notice, also, that the powers of p to which Law III applies include 
fractional powers. For example, we can write 

loga *7^)3 = Ioga/ = t l0g„?J. 

Since logarithms are indices, the laws of logarithms are simply 
translations of the index laws. For example, since indices are added 
when powers are multiplied, we expect that the logarithm of a pro- 
duct is the sum of the separate logarithms. Formal proofs of the 
three logarithm laws, based on the index laws, are as follows : 

In Laws I and 11, let 

and log«p2=g2 

so that 

Then Pi • 


and 

So 

and 


Ps 

loga {3?l-'P2)=^l + iz = + logoJJa, 



= gi - g-a = 


In Law III, let logoP=? so that p=a®. 

Then = 

i.e. logo =nq=n log^p. 

The use of logarithms, both in theory and practice, is evident from 
the three laws. Expressions involving sums or differences are not 
easily treated by the use of logarithms. The logarithm of a sum or 
difference is not reducible and it must be stressed, in particular, that 
lc>ga(Pi+P 2 ) is not equal to the sum of logafi logaP 2 - On the 
other hand, by taking logarithms, an expression involving products 
and quotients is much simplified. The use of logarithms here 
replaces multiplication and division by the simpler processes of 
addition and subtraction. Further, logarithms are equally useful in 


dealing witli powers and provide, for example, the only simple means 
of solving an equation, in wMch the variable appears as an index. As 
a very simple instance, consider the equation : 

32«-4 = 0 or 2®=|. 


Here 

i.e. 

i.e. 


log (2^^)= log (f), 

X log 2 =:log 4 ~ log 3, 
log 4 - log 3 


x = ~ 


log 2 


The logarithms can be to any base. Taking the base as 10 and look- 
ing up the logarithms concerned (to four decimal places) in tables, 


then 


x==- 


0*6021 -0*4771 


0*3010 


125 

'Mi' 


: 0*415, 


correct to three decimal places. Other instances of equations most 
readily solved with the aid of logarithms arise in problems of com- 
pound interest (see 9.6 below). 

Since the base of a logarithm can be chosen arbitrarily and for 
convenience, it is useful to have the following law which connects 
logarithms to one base with those to another base : 


Law IV. The change of base in a logarithm. 

The logarithm of a number to the base a is the logarithm of the 
number to the base b times the logarithm of b to the base a : 

I0g,j)=l0ga6l0g6^). 

As a particular case, put p =a. Then, since logaa = 1, we have 

logo 6 logs a = 1, i.e. logo6=:i-^ . 

The change of base law can thus be written in two alternative ways : 

logoi? = loga b log„p = . 

iOg^a 

The formal proof of the law proceeds ; 

Let log^p^q so that p — ¥. 

Then loga^=loga(6®)=glog«6=loga61og6^. 

The change of base law shows that the logarithms of a set of 
numbers to one base are simply constant multiples of the logarithms 
of the same set of numbers to another base. To change the base of 
a whole set of logarithms is only a matter of multiplying each 
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logaritii.ni by a. constant. For example, logaritlinis to the base 2 
can be obtained from comnion logarithins : 

log^p = (logs 10) logioP = (|3^) logio^J- 

From tables of common logarithms, therefore, it is possible to con- 
struct tables giving logarithms to any base other than 10. 

9.3 Logarithmic fimctions. 

If the variable y is the value of the logarithm of the variable x to 
a given base a, we obtam the logarithmic function 

y^loga^. 

The relation between x and y defined by the logarithmic function is 
not, however, a new one. The logarithmic function, in fact, is simply 
the inverse of the exponential function. This follows from the 
definition of a logarithm; if y—loga^, then x—a^. Since the 
exponential function is single-valued, continuous and monotonic 
increasing (a>l), the logarithmic function, as its inverse, possesses 
exactly similar properties. 

For any definite value of a (>1), the graph of y—log^^ is the 
graph of the exponential function with the axes Ox and Oy 

transposed. Alternatively, 
the graph can be obtained 
directly from tables of log- 
arithms. The graph of 

y=logiX 

is shown in Fig. 63. It can 
be derived from the graph of 
y^2^, shown in Fig. 62, by 
transposing the axes. 

Logarithms to one base 
are constant multiples of 
logarithms to toother base. 

It follows that the graph of 
y=log&a; can be derived 
from that of y—log^x by multipljdng all ordinates by a constant 
amount, i.e. by stretching ” or contracting ” the graph in the 
direction of Oy. All logarithmic functions have the same general 
shape when represented graphically ; the steepness of the graph 
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varies with the value given to the base but the general shape of the 
graph remains. Further, since the graph of an exponential function 
is the graph of the corresponding logarithmic function with axes 
transposed, one exponential graph is obtainable from another ex- 
ponential graph by a process of stretching ” or '' contracting ” in 
the direction of Ox. This fact was stated above ; it has now been 
justified. 

The graph of a logarithmic function shows the following properties . 
There is no logarithm of a negative number ; the logarithm of a 
positive number less than unity is negative ; the logarithm of the 
number 1 is zero ; the logarithm of a number greater than unity is 
positive, increases and tends to infinity as the number increases. 
These properties are obtainable, of course, directly from the defini- 
tion of a logarithm but they are particularly clear from the graph. 

It is interesting to compare the three function types we have now 
considered. In their simplest forms, we can write 
y^log^x] y=^x^\ y^aJ^y 

where a and a are greater than unity and where n is taken as positive. 
As X tends to infinity, so does the value of each function. But it 
can be shown that log^a; tends to infinity more slowly than and the 
latter, in its turn, tends to infinity more slowly than a®. So, for a 
large value of a;, the functions ascend in order of magnitude : 

\oga.^<x^<a^. 

The proof of this statement can be given as follows. 

If h is positive and if is a positive integer, the Binomial Theorem 
(proved in text-books on algebra) gives 

Let Ja = l+h where Ji is positive and suppose that the number x lies 
between the integers h and (A: + 1), i.e. k ^x<k + 1. Then 

1+M ^ M 

X ^x >Jk + l -Jk + l J2k 

Hence, — is greater than lh?k and the latter tends to infinity as % 

X 

and so cc, tends to infinity. So 

^00 as , 

X 
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fa^Y Id^Y I- ^ 

Now — = — =j 1 where v=-, 

a?” \xl \n y) - n 

and this expression tends to infinity as y, and so as tends to 
infinity. 

a® 

Finally = where z=nlogaX, 

log^x z 

and this tends to infinity as z, and so as tends to infinity. 

G/^ Xf^ 

So ^co and r— ^oo as a?->oo , 

X'^ lOga^i? 

and logaiiJ, x^ and a® must be in ascending order of magnitude if x 
is given any large value. 

The result can be illus- 
trated by comparing the 
three functions 
y=\og^-, y=x^; ^= 2 “ 
graphically. Fig. 64 shows 
the graphs of the three 
functions plotted on the 
same scales. It is clear that 
the graphs rise to the right 
at different rates and that 
log^<x^ < 2 ® 
for any large value of x. 



9.4 Logarithmic scales and graphs. 

The introduction of logarithms enables us to extend the process 
of representing a function graphically by measuring the variables, 
not on the familiar natural ” or numerical scales, but on what are 
called logarithmic ” scales. The advantages and applications of 
this radical change in the graphical method are described in the 
present and following sections. 

A variable x is measured according to some definite scale and a 
series of its values is represented by points on an axis Ox, The usual 
method is to take distances along Ox from a base point 0 as equal, 
or proportional, to the values of x plotted, a method which gives the 
scale for x. Now suppose that the points are plotted at 
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distances along Ox which are equal, or proportional, to the logarithms 
of the values of x concerned, the point marked x on the axis being a 
distance logx from the base point. It is convenient, but not 
essential, to take logarithms to the base 10 from this purpose. A 
logarithmic scale for x is thus obtained. 

The important characteristics of the logarithmic scale as compared 
with the natural scale are best introduced by considering some 
numerical examples. Of the two sequences of numbers 

100, 150, 200, 250, 300, ... , 

100, 150, 225, 337*5, 506*25, ... , 

the first shows a regular increase of 50 units and the second a regular 
increase of 50 per cent, from one number to the next. On a natural 
scale, the points representing the first sequence appear at dis- 
tances from each other and those representing the second sequence 
at increasing distances along the axis. The logarithms are 

2, 2*176, 2*301, 2*398, 2*477,..., 

2, 2*176, 2*352, 2:528, 2*704,.... 

Hence, on a logarithmic scale, it is the second sequence that gives 
points at equal distances from each other and the first sequence 
shows points at decreasing distances along the axis. In the same 
way, the two decreasing sequences of numbers 

100, 80, 60, 40, 20, ... , 

100, 80, 64, 51*2, 40*96, ... , 

show decreases of 20 units and of 20 per cent, respectively. The first 
sequence is represented by points at equal distances on a natural 
scale and at increasing distances (to the left) on a logarithmic scale. 
The second sequence corresponds to points at equal distances on a 
logarithmic scale and at decreasing distances (to the left) on a 
natural scale. 

It appears, therefore, that equal distances between points on a 
natural scale indicate equal absolute changes in the variable, and 
equal distances between points on a logarithmic scale indicate equal 
proportional changes in the variable. This property is easily verified 
in general. If x^, Xg, x^ are values shown by points at equal distances 
on a natural scale, then 

Xg — X2 = Xg — Xj 
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and the variable increases by equal absolute amounts. The same 
property on a logarithmic scale implies that 

log ajg - log a: 2 =log - log 
i.e. log_=log^, 

• . iSaq OC9 

i.e. 

X2 

and we liave ec^nal proportional changes in the variable. The obverse 
of this property is that equal proportional increases are shown on a 
natural scale by points at distances from the base point which 
increase more and more rapidly, while equal absolute increases are 
shown on a logarithmic scale by points at distances along the axis 
which increase more and more slowly. 

If points are plotted from a function y=j{x) by taking x along the 
horizontal axis Ox on a natural scale and by taking y along the 
vertical axis Oy on a logarithmic scale, we obtain the semi4ogarithmic 
graph of the function. The graph shows a curve drawn through the 
plotted points and the varying height of the curve shows, not the 
variation of y with x, but the variation of log y with x. The curve 
is obtainable, of course, as the natural graph of log y as a function 
of X, If the curve is^seen to rise through equal heights over certain 
ranges of values of x^ then the value of y is subject, not to equal 
absolute increases, but to equal proportional or percentage increases. 
The use of semi-logarithmic graphs is thus clear. If we wish to 
compare percentage changes in the value of one variable as the 
other variable increases steadily, we plot the relation between the 
variables on a semi-logarithmic graph. K it is absolute changes 
that are important, w^e plot the relation on a natural graph. 

Many statistical time-series are appropriately plotted as semi- 
logarithmic graphs. Time-intervals are taken, on a natural scale, 
on the horizontal axis. The variable of the time-series, to be plotted 
on the vertical axis, may be such that proportional changes in its 
value are important. Trade, consumption or employment figures 
for an increasing population are cases in point. In such cases, a 
logarithmic scale is used for the vertical axis and a semi-logarithmio 
graph is drawn. An example is given in the following section. 
Another appHcation can be quoted in which the logarithmic scale is 
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used for the independent variable measured along the horizontal 
axis. Suppose y represents the number of families with incomes 
over £a;. Then the relation of y to a: (the “ cumulative ” frequency 
distribution of incomes) is best plotted with ?/ on a natural and x on 
a logarithmic scale. The characteristic that is most important is 
the variation of numbers for proportional changes in income.* 

The logarithmic graphing of a function can be carried one stage 
further by taking both variables on logarithmic scales, in which case 
a logarithmic graph is obtained. The curve representing the function 
y =f{x) now shows the variation of log y as log x changes and corre- 
lates proportional changes in y with proportional changes in x. So, 
if a curve on a logarithmic graph shows equal rises for equal moves 
to the right, then the result of increasing x by equal percentage 
amounts is to increase y by equal percentage amounts. The 
logarithmic graph is thus useful when proportional changes in both 
variables are important. For example, variables which are related 
for very small and, at the same time, for very large values are not 
easUy shown on natural scales. Taking logarithmic scales, how- 
ever, reduces the large variations to reasonable proportions while 
magnifying the small variations.f 
Logarithmic graphs are extremely useful, though perhaps not well 
understood, in the statistico-economic field. Pareto’s Income Law, 
for example, asserts that a logarithmic graph shows a straight line 
relation between x and y, where y is the number of persons with 
incomes over As income rises proportionally, the number of 
persons with that or higher income falls off in proportion. The main 
use of logarithmic graphs, however, is in the statistical correlation 
of economic variables by means of scatter diagrams (see 2.2 above). 
When we correlate, for example, the populations and unemployment 
rates in urban and rural areas of varying size, the variations are 
great and percentage changes are more significant than absolute 
changes. It is thus appropriate to plot the scatter diagram by 
logarithmic graphing. An example of a correlation scatter diagram 

* See Gibrat, Les Inegalit^ £conomiques (1931) and Allen and Bowley, 
Family Expenditure (1935), pp. 63-5 and Diagram XIII. 

t This follows since logic increases more rapidly than a; at first and then 
more slowly than x (see the graph of the logarithmic function). 

f See Pareto, Cours d^kconomie politique (1897), Book 3, Chapter 1 and 
Bowley, Elements of Statistics (4th Ed. 1920), pp, 346-8. 
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plotted on dogaritlunic ■ scales is given in 'tlie following section.' 
Anotlier important example of. the use of . a logarithmic scatter 
diagram arises in the statistical, determination of . demand or: supply 
relations from the correlation of market data of prices and quantities 
demanded or supplied. The important thing here is the proportional 
change in price or quantity from one year to another, or in one year 
as compared with the norm ”. . . 



9.5 Examples of logarithmic plote 
The methods of logarithmic graphing, described above in general 
terms, are most clearly appreciated by giving actual examples of 
their use. The two cases considered in detail below illustrate very 
different applications of the methods. 

Ex. 1. Value of total imports y , 


Centre 

year 

Imports (£Mn.) 
average for 3 years 

Centre 

year 

Imports (£Mn.j 
average for 3 years 

1821 

31 

1860 

202 

24 

39 

63 

250 

27 

43 

66 

280 

30 

47 . 

69 

298 

33 

47 

72 

352 

36 

54 

75 

373 

39 

63 

78 

375 

42 

1 65 

81 

407 

45 

77 

84 

396 

48 

91 

87 

367 

51 

107 

90 

428 

54 

140 

93 

410 

57 

172 

96 

437 


The variation in the value of U.K. imports, as given in the above table, 
is represented graphically in Fig. 65 by two different methods. The first 
graph takes a natural scale for the measurement of import values and the 
second graph a logarithmic scale. In each case, the years are measured 
along the horizontal axis on a natural scale and each import value is 
plotted at the centre of the averaged period. 

It is seen that changes in import values are almost imperceptible, on 
the natural scale, in the early years and very marked in the later years. 
But this hides a very important fact. The relaiive changes from one year 
to another are ronghly of the same importance in the early years as they 
are in the later. The logarithmic scale brings out this fact, the variations 
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ill, the lieig.ht of the second graph .being of eomp,arabie fflagiiitiide at the 
beginniiig and end of, the period. These variations .represent .relative 
changes in import values. , For example, imports were valued at £65Mii. 
per year in the period roiin.d 1842 and £77Mn. in the period round 1845. 
The increase was £12Mn,. or 18-5 per cent, of the earlier figure. In the two 
periods centred at 1887 and 1890, the "increase was £81]^In. or 16-6 per 
cent, of the 1887 figure. The natural graph shows the second increase as 
roughly 5 times the first. The semi-logarithmic graph shows the second 
percentage increase as less than the first. For most purposes, the percen- 
tage increases are the more interesting and the semi-logarithmic graph is 
to be preferred. 


Ex. 2. Number of insured workers in employmeni, U.K,, 1929-1935. 


Industry 

Employment 

per cent, increase ( -f- ) or decrease ( - ) 

July 1929 to July 1932 

July 1932 to July 1935 

1. 

Coal-mining - 

_ 

-29*6 

+ 5*1 

2. 

Bricks and tiles 

- 

- 8-0 

4-31*5 

3. 

Pottery 

- 

-23d 

+ 20*3 

4. 

Iron and steel 

- 

-40d 

+ 46*0 

5. 

Shipbuilding - 

- 

-58*3 

+ 37*3 

6. 

Engineering, general 

- 

- 27*9 

+ 19*9 

7. 

,, electrical 

- 

- 2-8 

+ 11-2 

8. 

„ marine 

- 

-57*4 

+ 48*0 

9. 

Electrical apparatus 

- 

+ 16*6 

+ 31*7 

10. 

Motors 

- 

-13*8 

+ 32*1 

11. 

Cotton 

- 

-26*8 

- 1*3 

12. 

Wool - 

- 

- 15*5 

+ 12*1 

13. 

SOk 

- 

- 16*3 

+ 24*5 

14. 

Linen - 

- 

- 34*9 

+ 20-6 

15. 

Leather 

- 

- 9*1 

1 ,+14*1 

16. 

Clothing 

- 

- 5*4 

1 + 3*8 

17. 

Boots and shoes - 

- 

. - 8*2 

+ 6*2 

18.' 

Food, etc. 

- 

- 1*8 

+ 6*0 

19. 

Building 

- 

1 - 17*7 

+ 35*0 

20. 

Public works 

- 

; +31*6 

- 13*2 

21. 

Road transport 

- 

+ 6*6 

+ ■7*7 

22. 

Distribution 


+ 8*6 

+ 4*7 

23. 

Entertainment 

- 

+ 17*9 

+ 25*8 

24. 

Hotels - 

- 

+ 4*4 

+ 15*0 

25. 

Local government 

- 

+ 10*9 

+ 6*5 

All insured industries' 

- 

- 9*4 

+ 11*9 


The above table provides a picture of the decline in employment be- 
tween 1929 and 1932 in various important industries and of the corre- 

P ' M.A. 



I 


226 MATHEMATICAL ANALYSIS FOR ECONOMISTS 

sponding recoTery between 1932 and 1935,*^ A graphical representation 
can be gi¥en by taking per cent, changes in the first period along the 
horizontal axis and per cent, changes in the second period along the 
vertical axis. One point is then plotted for each of the 25 industries, the 
height of the point indicating the per cent, change 1932-5 and the hori- 
zontal distance the per cent, change 1929-32. For convenience, the 
changes are referred to 100 as base in each case. Thus the decline in the 
coal-mining employinent in the first period is represented by 704 (29*6 
per cent, decrease) and the recovery in the second period by 105*1 (5*1 per 
cent, increase). The point representing the industry has co-ordinates 
(70*4, 105*1). It remains to determine whether natural or logarithmic 
scales are the more appropriate. It is clearly convenient to represent 
an industry which has recovered completely (1935 employment = 1929 
employment) by a point with distance to the left of the 100 mark equal 
to height above the 100 mark. This is achieved by taking logarithmic 
scales. Suppose, for example, that employment falls to four-fifths its 
1929 value in 1932 and then recovers completely by 1935. This implies a 
20 per cent, decline and a 25 per cent, recovery in the two periods, i.e. the 
plotted point is (80,125). Now 

^•Tol = l, i.e. loga^-flogm=0, 
i.e. log 80 - log 100 = - (log 125 - log 100) . 

So, on logarithmic scales, the point (80,125) is as much to the left of the 
100 mark as it is above the 100 mark, as required. 

A logarithmic scatter diagram of the data is shown in Fig. 66, the points 
representing the decline and recovery of the various industries. Most 
industries are shown by points in the N.W. quadrant, a decline followed 
by a recovery. The broken line, sloping downwards at 45°, corresponds 
to complete recovery, so that industries shown by points below the line 
have failed to recover completely and industries shown by points above 
the line have more than recovered their emplo 3 nnent position. Six of the 
industries have increased employment in both periods, as shown by the 
points in the N.E. quadrant. The cotton industry, shown by a point in 
the S.W. quadrant, has a progressive decline in employment. Finally, 
Public Works employment has changed, as we should expect, in the 
opposite sense to the majority of industries and is showm by a point in 
the S.E. quadrant. Since the point is above the broken line, the later 
decline was not sufficient to reduce emplo 3 Tiient to the 1929 level. 

* No correction has been made for the increase in the total insured popu- 
lation over the period 1929-35. The picture thus shows the recovery in a 
somewhat too favourable light. 
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It is to be noticed tbat we have marked our logaritlimic scales 
according to eq[iial intervals of the variable. In the vertical scale 
of Fig. 65, for example, the markings are at 10, 20, 30, ... (£lln. of 
imports). Tbe characteristic appearance of the logarithmic scale is 
then that the markiiigs get closer and closer as we proceed up the 
scale. Another point of importance is that a logarithmic scale 
avoids any difficulty about choice of zero mark or of units, a difficulty 
which is evident in using natural scales. In fact, a fixed distance 
on the logarithmic scale represents a given per cent, change no 
matter where we are on the scale and we have never to refer distances 
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(as in the case of the natural scale) to the fixed origin or zero mark. 
The logarithmic scale, in this respect, has a clear advantage over the 
natural scale. A minor difficulty of the logarithmic scale is that only 
positive values of the variable can be plotted (since negative numbers 
have no logarithms). An adjustment can always be made, however, 
to avoid negative values, as is seen in Ex, 2 above, where negative 
percentages are converted to positive numbers below 100. 

A functional relation between x and y can be represented, there- 
fore, in three different ways on a diagram, as a natural, a semi- 
logarithmic or a logarithmic graph. The differences between the 

* Special graph paper, marked in this way either for semi-logarithmic or 
for logarithmic graphing, is provided commercially. But ordinary graph 
paper can be used and adapted for the purpose by plotting distances directly 
from the logarithms. ■ 
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thxee methods are well brought out by considering what relation is 
represented by a straight line in each case. On natural scales, 

■ y—ax + b 

is the relation represented by a straight line graph. If y is plotted 
on a logarithmic scale against x on a, natural scale, the relation 


y=ab^ 

is represented by a straight line graph. For, we can write the 
relation as log 2 /=loga + irlog6, i.e. log^/ is related linearly to x. 
Finally, on a logarithmic graph, the relation 


y—ax^ 

appears as a straight line. For, the relation can be written as 
log 2 / = log a + 6 log rr and log 2 / is related linearly to log a;. So, an 
exponential function appears as a straight line on a semi-logarithmic 
graph and the line’s gradient is the logarithm of the base of the 
exponential. A power function is shown as a straight line on a 
logarithmic graph and the gradient is the constant index of power. 
If y is the number of incomes over £x, for example, Pareto’s Law is 


yz=z — , where a and m are constants. 

^ /^m ’ 


Plotting on a logarithmic 


graph, we obtain a downward sloping straight line with a numerical 
gradient equal to the constant m. 


)( 9.6 Compound interest. 

I A sum of £100 is invested and accumulates at compound interest 
at the rate of 4 per cent, per year. If interest is added yearly, then 

£100 + £4 = £104 = £100 (1*04) 
is the amount at the end of the first year. Again, 

£104 + £ito 104 = £104 ( L04) = £100 ( 1 *04)2 
is the amount at the end of two years. Similarly, £100(1*04)® is the 
amount after three years, and so on. In general, if £ 2 / is the amount 
of the investment after x years, then 

2/ = 100(1*04)^ 

Suppose now that interest is added twice a year. Then, with a rate 
of 4 per cent, per year, 2 per cent, is added in each first half-year 
and another 2 per cent, in each second half-year. It follows, as 
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before, tliat £100. araoimts at the end of successiye half -^ears to 
snms given by the sequence , , 

£100(l-l}2), £100(1*02)2, £100(1*02)^.... 

Hence, at the end of a; years, the amount is £y where 

2 / = 100 ( 1 * 02 ) 2 ® 

These results can be generalised at once. If £a is invested at 
compound interest at lOOr per cent, per year compou nde d yearly, 
then the amount after x years is £y where 

y=a{l +r)®. 

If the interest is added n times a year, then 

In this result, which includes the previous one as a particular case, 
it is to be understood tha t is a values 

which are multiples of Disconti nuity is 

tins compound interest problem. 

The dependence of y on the parameters indicating the interest rate 
and the frequency of compounding interest is to be noticed. The 
amount after any period, is clearly larger the higher is the interest 
rate. Further, the amount is larger when interest is compounded 
twice a year than it is on yearly compounding. For, 

(1 + |r)2 = l4-r + ir2> 1 -f-r, 
ie. u(l 4 *|r) 2 ®>ct(l +r)^. 

In general, the more frequently is interest added, the larger is the 
amount of a given sum at the end of any period. 

The amount of an investment increases over time in what is called 
a '' geometric progression ”, each amount being a fixed multiple of 
the "previous year’s amount. Analytically, we can express this 
growth at an ever increasing rate by the exponential function 

f ■ . ' 

y=:ab^^^ where 6 = 1+- is a constant greater than unity. The 

growth is shown by the heights of successive points on a certain 
exponential graph, the points being spread out at equal distances 
along the horizontal time-axis^ For example, the heights of points 
on the graph of ^=2® (shownin Fig. 62) at abscissa ^ = 1, 2, 3, 
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represent amounts of £1 after, successive yearS:,,TvIien ,, .interest is 
added yearly at 100 per cent, It is clear that semidogarithmic grapli- 
ing is appropriate to this problem. The compound interest growth 

curve is then a straight line with gradient log 6= log 

percentage rate of growth is a constant fixed by r and n. 

A simple problem illustrates the way in which logarithms are to 
be used in dealing with compound interest growth : 


A National Savings Certificate (1935 issue) costs 15s. and realises 20s. 
at the end of 10 years. Assuming that interest is added four times a year, 
it is required to find the rate of interest represented by this growth. If 
the interest rate is lOOr per cent., then 

2^-15(l+ir)4^ 

is the amount (in shillings) after x years. But y = 20 when x — 10. 

So, 20-15(1 +Jr)4o, 

i.e. 40 log(l + Jr) -log 20 -log 15 =0-12494, 

i.e. log (1 + Jr) = 0-0031235, 


Le. l+Jr = l-00722. 

So lOOr =2-89 approximately and the rate of interest per year is 2*9 per 
cent, correct to one decimal place. 


(The growth of an investment when interest is added at definite 

intervals is a function of a discontinuous variable. It remains to 

consider what meaning can be attached to a notion of growth at 
continuous compound interest. Our problem now is to examine the 
result of letting n, the number indicating the frequency of compound- 
ing interest, take larger and larger integral values. 


To start with a simple case. 


£ 



the amount of £1 at the 


end of a year when interest is compounded at 100 per cent, per year 
n times in the year. The values of this expression for certain values 
of n are 


n 

1 

10 

100 

1000 

10,000 

/ i\” 







2 

2-594 

2-704 

2-717 

2-718 


the values being given correct to three decimal places. is clear 
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that , tends to a definite limit, in the neighbourhood, of 2*718, 

as fi, tends to infinity. |It can be shown, by rigid methods, that this 
is correct * and the limiting value is denoted by the letter e. ' So, 


DEi*is‘iTi02?r 


=Lim (l 


It is possible to show that e, which must be a pure number, is very 
similar to the familiar number tt and cannot be expressed in fi:actionaI 
form or as a terminating decimal. ^ The value of e can be founds 
however, correct to any given number of decimal places by giving 

n a sufficiently large value in (l -h- J . So, to five decimal places, 

6 = 2 - 71828 . 

Oiu^ definition of e is such that the amount of £1 at the end of one 
year, when the interest at 100 per cent, is added more and more 
frequently, approaches the value £e. This is only one of the 
many uses of the number e which is of very great importance in 
mathematical analysis. 

Returning to the general case of compound interest growijh, 


smce 


\ n 

(i+iV 

\ ml 


n 

^ \ r1 raj 
1 +- 
n 




as n~>oo , 


~>e as m, and so as n=rm, tends to infinity. Also, 


since the discontinuous variable a; is a multiple of it tends to 

n 


become less and less discontinuous as n increases. Hence, as n tends 
to infinity and interest is added more and more frequently, the 
compound interest formula tends to assume the form y=zae'^^ and 
the variable a; tends to become continuous. We have now derived 
a concept of continuous compound interest as the result of a limiting 
process in which interest is compounded more and more often. Our 
result is: 


The amount of £a after x years when interest is compounded con- 
tinuously at the nominal rate of lOOr per cent, per year is given by 


* See Hardy, Pure Mathematics {Zvd Ed., 1921), p. 137. 
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This compound interest formula, dependent on a continuous variable 
w, is an abstract- one. But, though interest can never be compounded 
continuously in actual practice, the formula can be taken as a con-^ 
venient and approximate representation of the actual state of affairs 
when interest is compounded frequently. 


9.7 Present values and capital values. 

A sum of £a is due x years hence and the rate of interest and the 
frequency of its compounding are known. Then we can determine 
the sum to invest now so as to produce the given sum of £a at the 
end of X years. This sum is caUed the present value, or the discounted 
value, of £a available x years hence. 

If interest is compounded once yearly at lOOr per cent., then £y 
is the present value of ia available x years hence provided that 
*y(l+r)'' = a. 


So 


a 


Similarly, if interest is added n times a year at lOOr per cent., we have 

a 








Finally, if interest is added co ntinuous ly at lOOr per cent,, then 


i.e. 

The present value % of a given sum at a given date depends on 
the parameters r and n indicating the interest rate and the frequency 
of compounding. The present value is smaller, the higher is the 
interest rate and the more frequently is interest compounded. 

The uses of a computation of present value are fairly obvious. If 
a dealer has a claim on £am x years’ time, he can sell his claim now 
to another person, not for the full £a, but for the present value of 
this sum calculated at the current rate of interest. Further, we can 
find the total present value of a claim on a whole series of sums due 
in successive years. The series 

£cZ'o, £a^, ... £a^i2, 

may represent the values in the cmrent and in m successive years of 
the crops obtainable from a piece of land, of the outputs of a given 
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machine or plant or of, the incomes due to a given individual.,. We 
have/ill faet, a given' stream of crop values, of' output values or 
of incomes over time. The present value of the stream, if interest 
is added yearly at lOOr per cent, per year, is given by the sum 

This sum can be called the capital value of the land, machine or 
income stream in question. It represents the sum which must be 
invested now to produce incomes of £%, ... in successive 

years. It is to be noticed that the capital value of an output or 
income stream depends, not only on the items of the stream and on 
the number of years that the stream flows, but also on the interest 
rate that is taken. One and the same income stream has different 
capital values when different interest rates are'‘ current. Simple 
examples can be given to illustrate this fact. 


Shares in a mining company are expected to produce dividends of £40, 
£32, £24, £16 and £8 in the present and in the four folio vmg years, and 
to be worth nothing thereafter. If interest is added once yearly at 5 per 
cent., the present or capital value of the holding is 


24 

1-05 ■^ 1-052 


16 8 \ 
1-05^1. 05 V 


£ 112 - 6 , 


the calculation being made with the aid of logarithms. A similar com- 
putation shows that the capital value is £116*2 if the interest rate is 
only 2 J per cent. These are the two sums which can be invested now 
to produce, at the respective interest rates, the given income stream over 
the five years. 

Shares in a new trading company are expected to produce dividends 
of £1, £2, £4 and £6 in the present and in the three following years. In the 
fourth year, it is expected that the shares can be sold for £120. The 
capital value of this holding, taking interest as added once yearly at 5 per 
cent, per year, is given by 

/ 2 4 6 120 \ 

^ ^ 1 ^ 1 -052 1 -053 

But, if the interest rate is 2| per cent., the capital value is found to be 
£121-1. This holding is worth less than the previous one if the rate of 
interest is 5 per cent, but worth more if the rate of interest is 2| per cent. 
The relative capital valuation of the two holdings is reversed by the 
change in the rate of interest. 
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In conclnsion, we can consider^ a . simplified economic problem in 
tbe field of capital and interest. Let be tbe income derived by 
an entrepreneur tbis year and ty bis income next year. Tbe relation 
between tbese two incomes is given by tecbnical considerations as 
y=f(x) (see 5,6 above). Tbe entrepreneur visbes to arrange Ms 
resources to give incomes wbicb correspond to tbe largest possible 
present value. If the rate of interest, compounded yearly, is fixed 
at lOOr per cent., tbe present value of £x now and £y next year is 


V=x+ 


y 

1 +r 


--x-h 


M. 

1 -hr 


. . .rdV . . • 

This IS a maximum if -y~ — 0 and <0, i.e. 

* d/X (jjX** 


if 


l+ffl=0 


and 




< 0 . 


1+r 1+r 

Tbe first condition shows tbat r equals tbe expression 
wbicb, as tbe numerical gradient of tbe transformation curve 
y=zf{x) reduced by one, is called tbe rnargmal rate of return over 
cost.* At tbe incomes for maximum present value, therefore, tMs 
marginal rate must equal tbe fixed rate of interest. The second 
condition is that /"'(a:) <0, i.e. tbe transformation curve must be 
concave from below, a condition wMcb is satisfied in the normal ’’ 
case. 


9.8 Natural exponential and logarithmic functions. 


Tbe introduction of tbe number e=:Lim 

?l ->00 



2-71828... 


provides us with tbe most important cases of tbe exponential and 
logarithmic functions. When tbe base of tbe function is taken as e, 
it is called a '' natural ’’ exponential or logarithmic function. Tbe 
standard forms of the natural functions are y=:e® and y=\ogQX and 
tbe curves representmg them are similar to those already indicated 
(in Figs. 62 and 63) for the base 2. 

A more general form of the natural exponential function is 

y=ae^^. 


where a and h are constants. But tbis function can be derived quite 
easily from tbe standard form Tbe method of derivation is 


* See Fisher, The Theory of Interest (1930), pp. 159 et seq, and pp. 514-5. 
See also. Examples VI, 31. 
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best described in a particular case and in diagrammatic terms. Tbe 
curve is obtained by stretcMng the curve y=c® in tbe hori- 

zontal (Ox) direction so that each point on the former is tmce as far 
from Oy as the point with 
the same height on the lat- 
ter. This is illustrated in Fig. 

• 67.. The curve y = 2e^^ is 
then obtained from the curve 

by stretching in the 
vertical (Oy) direction so that 
all ordinates are doubled, 
as shown in Fig. 67. Two 
stretching processes are thus 
needed to transform the 
standard curve y = e^ into 
the curve In gen- 

eral, if a and b are positive, 
the curve y=ae^^ can be 
derived from the curve y = in two stages. The standard ex- 

ponential curve is first reduced in the Ox direction in the 
ratio b : 1, i.e. contracted if 6> 1 and stretched if 6 <1. The curve 
so obtained is then expanded in the Oy direction in the ratio a :1, 
i.e. stretched if a > 1 an^ contracted if a < 1 . As a result, the ordinate 

X 

of the curve y^^a^^ at abscissa is a times the ordinate of the curve 

y =e® at abscissa rr.* Exactly similar remarks apply to the relation 
between the natural logarithmic function log^6a;, where a and b 
are constants, and the standard form yz=zlog^x. 

* All problems of growth at compound interest added continuously 
are described by means of a natural exponential function. An 
investment of £a at lOOf per cent, continuous compound interest 
increases over time according to the law y~ae^. The particular 

*•* If the constants a and h are allowed to take negative values, a farther 
modification of the standard exponential curve is needed. The curves 
^ = and y =zae^^ diSer only in that the abscissa {-w) gives the same 
ordinate of one curve as the abscissa x of the other. One curve is the reflection 
of the other in Oy, One curve falls and the other rises from left to right. 
Similarly, the curve y = - is the reflection of the cmve y = in Ox, 
Negative values of a and 6, therefore, require the reflection of the standard 
exponential curve in one or other of the axes. 
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shape of the curve representing this growth depends, as we have 
seen, on the values of the constants a and r. The larger the 
interest rate, the steeper becomes the curve and the faster becomes 
the grovi}h of the investment. The larger the original sum in- 
vested, the higher becomes the curve and the larger the amount of 
the investment at any time. 

A somewhat different use of the curve y—a€^^ can be noticed. 
Any point (a;, y) in the positive quadrant of the plane represents a 
situation in which £y is available x years hence; If this point lies 

on the curve y—a€^^, then 
the present or discounted 
value of* this sum is £a if the 
interest is reckoned continu- 
ously at lOOr per cent. The 
curve thus connects all points 
representing situations with 
the same present or dis- 
counted value at a given 
rate of interest and, for this 
reason, it can be described 
as aj cUscoimt curve. 

Fig. 68. A system of discount 

curves is derived by 

fixing the value of r and taking a as a parameter. Certain curves of 
the system are shown in Fig. 68, in the case where the interest rate 
is lOpercent. (f=0T). One curve ofthe system is obtained from any 
other by stretching or contracting in the vertical (Oy) direction and 
one curve passes through any given point in the positive quadrant 
of the plane. The discount curve system provides a simple means of 
comparing the present values of different sums available at different 
future dates. Suppose that two situations are given (certain sums 
available at certain dates) and represented by points in the plane Oxy. 
If the points are on the same discount curve, then the present values 
are equal and given by the parameter of the discount curve. If one 
point is on a higher discount curve than the other, then the present 
values are different and the first situation corresponds to the greater 
present value. It is necessary, of course, that the rate of interest 
should be known and fixed ; the discount curve system is given only for 
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one rate of discoiiiitiiig. , The whole system changes when the rate is 
changed, the curves becoming steeper for larger rates of interest.*. 
A discount curve y=.ae^^ becomes a straight line log y=:log £i;+Ta; 
when it is plotted on a semi-logarithmic graph in which the vertical 
scale for y is based on natural logarithms. The line slopes upwards 
with a gradient equal to the interest rate r. The discount curve 
system of Pig. 68 then reduces to a set of parallel straight hues. 

In conclusion, it is easily shown that an exponential or logarithmic 
function to a base other than e can be expressed as a natural ex- 
ponential or logarithmic function. If 6 is a positive number, the 
definition of a logarithm enables us to write 


The general exponential function then appears 

i.e. as a natural exponential function. Further, since 

log-r 

the general logarithmic function 2 /=a logger can be written 


a 


log^cx, 


' ^ iog,6 ' 
i.e. as a natural logarithmic function. 

There is, therefore, no need to consider exponential or logarithmic 
functions other than those to the natural base e. In practical work, 
it is convenient to take common logarithms and powers of the base 
10. But, in theoretical work, it is always found preferable to use 
the natural base e. In this case, for example, the derivatives of the 
exponential and logarithmic functions appear in their simplest form 
(see 10.1 below). Natural exponential and logarithmic functions are 
thus assumed in all our theoretical work and, if we vuite a logarithm 
without specification of the base, it is to be understood that the base 
is 6. The step from the practical logarithms to the base 10 to 
theoretical logarithms to the base e is, however, a very simple one : 

logioo; 


log^a:=:log,10.1ogioa; = 


logio^ 


= (0*4343) logioo;, 


the numerical multiplier being given correct to four decimal places. 

* Another system of discount curves is obtained when a is fixed and r is 
taken as a parameter. This sytem enables us to determine at what interest 
rate % available in a? years has a given present value of £a. 
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EXAMPLES IX 

Exponential and logarithmic functions 

1. Draw a graph of ^=10®. Bead off the values of x for 2/ = 0-5, 1*2 and 
8*9 and check from tables of logarithms. 

2. Dse logarithmic tables to construct a graph of 2/ = logioa;. Add the 
graph o^y = x- 2 and so solve logio^c -{■2 = x approximately. 

8. Bind, with the aid of logarithmic tables, approximate solutions of the 
equation 2^ . 3“^ = 10 and of the equation 2^^ = 7. 

4. Illustrate the fact that the logarithm of a non-prime number can be 
reduced to logarithms of primes by showing that 

logic 1176 = 3 logio 2 + logic 3 + 2 logic 7. 

Check the result by looking up the logarithms in tables. 

5. By expressing the left-hand side as a single logarithm, show that 

Jlog-^-log^ + f log¥ = 0. 

Express y explicitly in terms of a; if it is given that 

21og2/ + log(ic~ 1) -log(a; + 1) = 0. 


6. Express the logarithm of ^ ~ — — as sums and differences of 

A + \ 1 + oil/ 

logarithms of simpler expressions. Hence, find the value of this expression 
when x = 2*4. 


7. Show that (x + ~ 1) (x- ^x^- 1) = 1 and deduce that 

log(a; + 1)= -log(x~ 1). 

8. Indicate why ~ logs a; and a?® 3~^ both tend to zero as x tends to infinity. 


2? 102 £C 

Deduce that — ^ — >0 as a; ^00 . 

O**' 


9. Yearly production of hrichs, U,K., 1816-1849. 


Year 

Bricks 

Mn. 

Year 

Bricks 

Mn, 

Year 

Bricks 

Mn. 

Year 

Bricks 

Mn. 

1816 

673-0 

1825 

1948*8 

1834 

1152*4 

1842 

1271*9 

17 

701*7 

26 

1350-2 

35 

1349*3 

43 

1158*9 

. 18 

952*1 

27 

1103*3 

36 

1606*1 

44 

1420*7 

19 

1101*6 

28 

1078*8 

37 

1478*2 

45 

1820*7 

20 

949*2 

29 

1109*6 

38 

1427*0 

46 

2039-7 

21 

899*2 

30 

1091*3 

39 

1568*7 

47 

2193*8 

22 

1019*5 

31 

1125*4 

40 

1677*8 

48 

1461*0 

23 

1244*7 

32 

971*9 

41 

1423*8 

49 

1462*7 

24 

1463*2 

33 

1011*3 






Data from Shannon, Bricks — A Trade Index, 1785-1849, Economica, 1934. 
Bepresent the above time-series on two graphs, one showing the number 
of bricks on a natural scale and the other on a logarithmic scale. Which 
graphical representation is to be preferred? 
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10, , If y is the number of persons with incomes over Sx, the following table 
is obtained for super-tax payers, U.K., 1911-2 : 


a; (£000) 

5 

10 1 

15 

20 

25 

35 

. 45 

y ■■ 

11,654 

4143 

2114 

1327 

889 

507 1 

,321 


Plot the data on a logarithmic graph and show that the plotted points lie 
close to a downward sloping line. Deduce that Pareto’s Income Law is 
approximately satisfied (y = alx^) and estimate the values of the constants 
a and m. (See Bowley, Elements of Statistics y 4th Ed. 1920, p. 347.) 

11. Plot the price and consumption data of Examples I, 30 ^ a scatter 
diagram on logarithmic scales for both variables. 


12. Number of Insured Workers in Staffordshire, at Julyy 1 935, and percentage 
Unemployed, at May, 1936. 


Area 

Insured 
• (OOO’s) 
July 1935 

Per- 
centage 
unem- 
ployed 
May 1936 

Area 

Insured 

(OOO’s) 

' July 1935 

1 

Per- 
centage 
unem- 
ployed 
May 1936 

Audley 

- 

1*7 ‘ 

28*3 

Rugeley - 

3*2 

6-9 

Biddulph - 

- 

3*3 

25*8 

Smethwick 

36*8 i 

. 4*9 

Bilston 

- 

16*8 

11*2 

Stafiord - - | 

13*1 

3*0 

Brierley Sill 

- 

10*2 

10*7 

Stoke - - ' 

120*7 

16-7 

Burton 

- 

18*4 

8*8 

Tamworth - l 

8*3 

6*1 

Cannock 

- 

15*8 

7*3 

Tipton 

15-7 

7*8 

Cheadle 

- 

5*1 

27*3 

Uttoxeter 

2*7 

3*1 

Cradley Heath 

- 

16*1 

9*8 

WalsaU - 

41-9 

10*0 

Darlaston - 

- 

10*0 

6*9 

Wednesbury 

11-6 i 

12*0 

Eddsgrove 

- 

3*3 

' 50*5 

W. Bromwich - 

22*7 

7*6 

Leek - 

- 

11-1 

14*3 

Willenhail 

11-8 

8*4 

Lichfield - 

- 

2*5 

6*5 

Wolverhampton 

55*3 

11*1 

ISTewoastle - 

- 

16*3 

20*3 





Plot a scatter diagram on logarithmic scales. Is there any evidence of a 
correlation between unemployment and the size of the area ? 


13. Given log^ 10 = 2*3026, use tables of common logarithms to plot a graph 
of 2 / = iogga:. Put y=l and read ofi the value of e. 


14. Plot graphs of y-=e~^, yz=\er^ and y = 2e“i^. Show how these curves 
can be obtained from the curve y = e®. 


15. If 2 / = |{e®- e~®), show that e^^-2ye^ -1 — 0, Solve this quadratic 
equation m e^ to show that x = log{y-{- N^y^-f-I). Why must the other root of 
the quadratic be neglected? In the same way, show that y = -I- e“*) and 

£c = log (2/ 4* ~ 1) are inverse functions. 


16. Show that y = 


e® — e~^ 
6 ® + 6 ""^ 


and x — \ log 


1 + 2/ 
1 - 2 / 


are inverse functions. 
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,,17. Cliven logi{>.e = 0*4343, use .’tables of coniiiion., logaritlims to evaluate 
y — xer^ approximately for = 0, h, 1, f, 2, 3, 4 and 5. Hence plot a graph of 
the curve for positive values of x, (This is one of Pearson’s system 

of curves for fitting to statistical frequency distributions. See Elderton, 
Frequency curves and correlation.) 

18. Using the method of the previous example, plot a gmph of the curve 

for positive and negative values of x. (This is the normal curve of 
error of statistical theory.) 

19. Indicate why and xH-i^ must tend to zero as x tends to infinity 
for any finite value of n. From the graph of y = xe~^, illustrate that 

as £r->oo , - ' 

|lo, Gompour^ interest problems 

20. What is the amount of £100 after 5 years and what amount must be 
invested to realise £100 after 10 years when interest at the rate of 3| per cent, 
per year is added (a) yearly, (6) twice yearly, (c) continuously ? 

21. In how many years will an investment double itself when interest at 
per cent, per year is added {a) yearly, (6) twice yearly, (c) continuously ? 

What are the periods when the interest rate is 5 per cent. ? 

22. A National Savmgs Certificate costs 15s. and realises 20s. after 10 years. 
Find the rate of interest involved when it is added (a) yearly, (Jb) twice a year, 
(c) eight times a year, (d) continuously. Show that the nominal rate is 
smaller, the more frequently is interest added. Take logioe = 0*4342945 and 
use Chambers’ seven-figure logarithmic tables. 

23. The certificate of the previous example produces 17s. 3d. after 5 years. 
What rate of interest, added yearly, does tiiis represent? Is it less than the 
rate over the complete 10 years? 

24. In a previous issue (1933), a certificate cost 16s. and realised 20s. after 
8 years, 21s. 4d. after 10 years and 23s. after 12 years. Find the interest rate, 
added yearly, for each of these periods. Is it true, as claimed, that the present 
issue bears the same rate of interest as the 1933 issue over the 10 years period? 

J 25. Interest at lOOr per cent, compounded yearly is equivalent to interest 
’ 4it 1005 per cent, compounded n times a year, a given sum producing the same 

amount after any period at the two rates. Show that 

Deduce that s is less than r by an amoimt equal to §5^ approximately when 
5/.is small and n = 4. 

26. If lOOr per cent, compounded yearly and lOGp per cent, compounded 
continuously are equivalent interest rates, show that p = log^(l+r). Blot a 
graph of this relation to show that p is always smaller than r but approxi- 
mately equal to r when r is small, 

27. A sinking fund is formed by investing £x at the end of each year for 
» m years. Show that the final amount of the fxmd is 

fl?-f£i?(l 4-r) + a;(l-i-r)^ + ... +a;(l +r)”^“^ 

when interest is added yearly at lOOr per cent, per year. By writing the sum 
of this geometric progression (17.1 below), show that the fund will amoimt 
finally to £a if ar 

Show that approximately £79*5 must be set aside each year if the sinking 
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fiincl (interest: at 5 .per ee:nt.) is ' to replace a machine costing , £1000 after 
10 years. (See Fowler, De-preciation of Capitaly 1934, p. 131.) 

'28..,, If .the rate of interest (added yearly) will be lOOr^ per cent., lOOfa per 
cent., ... lOOr^ per cent, during the next m years, show that £a will .amoimt 
to £a ( 1 + Ti) ( 1 + rs) . . . ( 1 + r^) at ' the end of the period, l^diat is the present 
value of £b due in m years 1 

The interest rates in successive years from now will be 4 per cent., 3 per 
cent., 2-|- per cent., 2|- per cent., 34 per cent., .... Find the amoimt of £100. 
after 5 y^ears and the present value of ,£100 due in 4 years. 

29.' Find the , present wmliie of £100 due 10 years hence when interest at 

2 per cent, per y^ear is compounded (a) y^early, (6) continuously. 

80. A mine -owner derives an income of £2000 this y’^ear and his income 
falls by^ £200 in each following year until no income results. Find the present 
value of the income stream when interest is added yearly at (a) 4 per cent. ' 
per year, (6) 5 per cent, per y^ear. 

Wliyr can £ ^ be taken as the present value of an income stream of £a 
a year for ever? (Interest at lOOr per cent, compounded yearly.) 

82. A fir plantation brings its owner nothing tliis y^ear or next year. In 
the two following y^ears the incomes are £300 and £400 and the income is 
thereafter £500 a y^ear for ever. What is the discounted value at the begimiing 
of the fifth year of the constant income stream when interest is added yearly « 
at {a) 4 per cent, per year, (6) 5 per cent, per year? Find the present value 
of the whole income stream now at the same interest rates. Compare these 
values with those of Example 30 above. (See Fisher, The Theory of Interest^ 
1930, pp. 133 et seq.) 

38. Interest is added yearly at 3 per cent, per year. ^Vhat is the present 
value of a perpetual income of £100 beginning two years from now? This ^ 
income can be produced by investing £2000 in a business this year and' £1200 
next y^ear. What is the present value of the investment? Is it a profitable 
investment ? 

34. Draw a graph of certain curves of the discount curve system when the 
rate of interest is fixed at 5 per cent. Use the graph to determine whether 
£220 due in 10 years has a larger or smaller present value than £150 due in 

3 years, interest being added continuously at 5 per cent, per year. 

85. If r is a parameter, what is the form of the curve sy^stem y = lOOe^'^ on a 
semi-logarithmic and on a natural graph? Draw certain curves of the sy^stem 
using a logarithmic scale for y. Hence estimate at what continuous rate of 
interest £200 due in 8 yrears has a present value of £100. 


Q 
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CHAPTER X 

LOGARITHMIC DERIVATION 


10.1 Derivatives of exponential and logarithmic functions. 

The introduction of the exponential and logarithmic functions makes 
it necessary to extend the list of standard derivative forms by the 
addition of the derivatives of the simplest of these functions, y 
and y^log x. The rules for derivation then apply, exactly as 
before, to give the derivatives of more complicated exponential 
and logarithmic functions and of combinations involving these 
functions. 

Standard form derivatives are found from first principles, using 
the definition of the derivative and the properties of the function 
concerned. But the exponential and logarithmic functions are in- 
verse to each other and we have only to find the derivative of one 
of them from first principles,- the other derivative following from the 
inverse function rule. The derivative of the logarithmic function 
y=\ogx is found more easily from the definition : 


X 

where n denotes ^ and tends to infinity as h tends to zero. But 


l\n 


the expression [ 1 +- j tends to the limit e as n tends to infinity. So 


log(a;+A) -logij; 1^. . T 1\” 1, 1 

h = 

h-^0 n— >00 ' ^ 


i.e. 


d T 1 

- 7 -loga;=-. 

dx ° X 


The function inverse to y^e^ is a; = logy with derivative 


dx^l 

dy~~y: 
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Hence, the inverse function rule gives the derivative 


i.e. 


A 

dx 

A 

dx 


A 

dy 


log*/ 


--y=e^. 


The derivative of the exponential or logarithmic function to a base 
a other than e can be deduced at once : 

Since logaa:=logaelog,a;, 

’w^ehave Aiog^x=logae.~log,x=^\ogae. 

Again = 

-1 d d d . ^ ~ 

and T;-a“=^e“-=-telog,a)=e“log,a, 

dx du dx' ‘='' ' ’ 

where M=a; logjC* and the function of a function rule is used. So 

d 

^a*=a»log,a. 

The derivative of the logarithm of any function of x or of any 
functional power of e can be deduced from the function of a function 
rule. If u =f{x) is a single-valued function of x, then 

d . d ^ du 1 du 

j-Iog.=^log»g=-^. 


or 


Similarly 


d d du du 

ax du dx dx 


or 


A 

dx 




An important special case of the latter result is 


e.g. 


dx 

A. 

dx^ 




-aj — _ p—x 
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The Est of standard form derivatives, as now constituted, is 

d 




dx ' 


d_ 

dx 


qX ^ qX^ 


d , 1 

-y-loga;=-, 
dx X 


4 

dx 

4 

dx 




4log„a;=hog<.e. 


The following generalisations of the standard forms are also estab- 
lished : 


A 

dx 


, du 
dx 


A 

dx 


e^- 


^du 


d ^ Idu 

dx udx^ 


where is any single-valued function of x. 

The following examples illustrate the practical method of evalu- 
ating derivatives when the functions concerned involve exponential 
and logarithmic expressions : 


Ex. 1. 


(2a;) = 2e“^ 
d 


A p2x—p2x A. 
dx dx 

^ ^23+1 _ gas+l ^ (/g 4 . X) = 

4 ei-2a= = ei-2® 4 (1 _ 2a:) = - 2ei-2®. 

dx dx 


In general, 
_d 
dx 


^ax+b ^ 


Ex. 2. = 

I- ™ ( - a;2) - - 2xe-*^ 

dx dx ^ 

^ == ef+Zx-2 ^ + 3^ _ 2) == { 2 x + 3) 

In general, 

^ Qux^+bx+c — ^2ax + 6 ) 
fl/vC 
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It . ®' a 

e 


Ex. 3 . = 2 a;e*.+ a:%® = + 2 )e®, 

(a;^ + 3a: ~ 2) e® = (2a; 4- 3) e*' + {x^ + Zx -2) = {x^ 4 - 5:^ -f 1 ) e^, 


£ 
dx 

d_ 

dx 

In general, 

d_ 

dx 


uT 
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, .. AV 




^ {ax^ + bx + c)e^ = {aa;^ + {2a + 5)a; + (6 + c)} 

iog(^ + x;=^g^(^+x;=-^ 
d 




E,.4. slog(» + l)-;^£(>= + I) 


^ 108 ( 1 - 2 ==) -r:^^(i-&). -™. 

In general, 

d , , ,, a 

dx ^ ax + b 

Ex. 5. ^loga;2=-i;^a;2=-2 2a; = -. 
aa; re- dx x^ x 

|log{xH3a:-2)=^5^^|(a:^+3:.-2) 

2a:+3 
sc® + 3a; — 2 ' 

In general, 

<^1 / 2 . I , X 2aa;+6 

^Iog(^^ + ^ + ^)- a^^+6a; + c - 


d 


(\ - 2re\ d 


1 


3 


^ T 

Ex. 7. ^ a;2 log re = 2a; log a* + re^ ~ = re (1 + 2 log re). 

^ x^ log re = a;^“^ (1 + n log re). 


Ex. 8. ^(loga;f = 21oga:^loga;=^. 


(l+a:){l-2a;) 


d „ w(loga;)”-’- 


re 
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Ex. 9. Derivatives of the second and higher orders are to be obtained 
by successive applications of the derivation process. Thus 


d - 1 

4oga;=-: 


, 1 

— ,loga:=-^: 


^ , 2 


In general, the foUowing results can be established : 

Jr 

(tx^ 


and so on. 


dx^ 


^.log-c-ir 


2.3.4... (r-l) 


10.2 Logaritlmiic derivation. 

If y=f{x) is any single-valued function of x, then 

d(\.ogy) ^ldy 
dx ydx' 

an important result with many practical uses. The proportional 
change in the value of the function as x increases from x to (a; + A) is 

f{x + h) -fix) 

f{^) 

The rate of proportional change in the value of the function at the 
point x is thus 

h-^o Mi^) /(^) ^ ydx dx ' 

The derivative thus serves to measure the rate of 

dx y dx 

proportional change of the function. In diagrammatic terms, just 

as ^ measures the tangent gradient of the curve y=f{x) plotted on 

natural scales, so - ^ — measures the tangent gradient of the curve 

when plotted as a semi-logarithmic graph. In fact, whenever we 
consider proportional changes in the function y=f{x) as x changes, 
we use a semi-logarithmic graph and the appropriate derivative 
djlogy) 
dx 

The logarithmic derivative provides the simplest method of 
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finding tlie derivative of a product or quotient. In general terms, 
if 2/ where u and v are two single-valued functions of x, then 
log jr = log («ij) = log « -r log 


and 


i.e. 




d 




\dy __\du ^ \dv 
ydx udx ‘ vdx' 


Again, if ^ , we have 


log ^ =log \^-j=logu- log V, 


and 


d 


d 


d 


-bsy = -logU-^logV, 


3 .e. 


ldy_ldu I dv 
ydx~~tidx vdx 
These two results are equivalent to the product and quotient rules 
for derivation given above and we have now established the rules 
with the use only of the sum or difference rule and the notion of 
logarithmic derivation. 

A completely general form of the product and quotient rules can 
be given by adopting the same method of logarithmic derivation. 


-f f, UiUaU/fi ... 

it y=: • ^ — , where %, U2, 


and V2, 


are any given 


single- valued functions of x, then 

log^=:log%-f-log2^2 + log% + ... -logt;i-logi;2~-iogt73-' ... . 
jgQ ^ ^ 1 du^^ 1 dvi 1 dv2 1 <^^3 

ydx u^dx U2 dx v^dx v^dx v^dx 

Further, it is often more convenient, in practice, to evaluate a 
derivative by wTitmg the logarithm of the function before proceeding 
to differentiate. In fact, we prefer to carry out the steps of the 
logarithmic derivation process rather than quote the rules for the 
derivatives of products or quotients. This remark holds particularly 
of the derivation of a function which involves complicated' products, 
quotients or powers. The following examples illustrate : 


Ex, I, y = 


(x -f- 1 ) (x -f- 2 ) 
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Here log ^ = log a? -log (a: + 1) -log (a; + 2), 

' I# I 1 I _ a;^-2 

ydx X a;4-l x+2 a:(a; + l)(a; + 2) ’ 

. dy -X x^ 2 ___ x^- 2 

dx~ (a: + l)(a: + 2) x{x.^\)[x + 2) ~ ~ {x-\-lf{x+2f' 


■n o ^ l2x-l ^ ■ 

Ex. 2. 

Here log2/=21oga;-f|log(2aj - 1) - -|log(a? + 1), 

1%__2 1 2 1 1 ^ 8a;^4-7^-4 

^ ydx x'^22x-l 2a; + l 2a:(a; + l)(2^'-l) ’ 

dy^^^^l2x-l Sx'^ + lx-4: a:(8x^ + 7a; -4) 

dx~^ ^ x + 1 2x{x + 1) (2a; - 1)“ 2 {x + l)N/(a; + 1) (2^ ^ * 


Ex. 3. y where a and n are constants. 

Here ■ log2/=?^loga; -|(a; 

, Idy n ' X 1 , nx 

and - = — (^x - a) =-{n+ax - x^). 

ydx X X 

i.e. ^ = (tz. 4-aa; 

A 

t^O.3 A problem of capital and int^ 

The exponential and logarithmic functions are important, as we 
have seen, in economic problems of capital and interest. A simple 
case can be considered here as an example of the type of analysis 
involved.* yA good is produced at a given moment of time {t = 0) at/ 
a fixed and known cost. The good is not sold at once but is stored 
for a variable length of time. The value of the good increases in a 
known way as time goes on, the selling price per unit being 
after t years. The function f{t) is assumed to be known and to 
increase with i. As concrete, though necessarily highly simplified, 
examples of the kind of problem considered, we can quote the 
obvious cases of w^ine and timber. New wine is bought by a dealer 
and laid down for sale at a later time. Or a given piece of land is 
put xmder timber at a given time and the timber is to be cut for sale 

* The development given here is based on the work of Wickseli, Xec^z^r 65 
on FoUtical Economy, VoL I (Ed. Robbins, 1934), pp. 172-34, and of Eisher, 
The Theory of Interest 
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at a later time. Tlie problem is to determine the optimnm time for 
seUing the wine or cutting the timber. 

It is asstoned that interest is added contimionsly at the fixed 
market rate of lOOr per cent. OYer the periods concerned. Then, if 
£x denotes the present yalne per unit of the good sold after t years, 

(see 9.7 above). 

It is assumed that the storage period of t years is chosen to maximise 
the net profit as discounted to the base time (^=0), i.e, tp.maximise : 
the value of x since the cost of production is constant. The optimum 
storage period is given by 

(Px 
dP 


dx ^ 


and 


;<o. 


Now 

and 


log X =iF{t) - rt where F {t ) = log /(I), 
1 dx 


X dt 


--F\t)-r, 


d (Idx 
dt \x dt 


1 d^x 

X dP 


xAdt) ^ 




The conditions for the optimum storage period are thus 
F'{t)=T and F”{t)<Q, 


The first condition is that log 


is equal to the 


fixed rate of interest. At th e optimum time of sale, therefore, the 
rate of proportional increase in the value of the good over time is 
equal to the market rate of interest. We find that it is the marginal 
variation of value that is the important factor. Further, 


i.er the rate of proportional increase of value must be decreasing at 
, the optimum time of sale. 

Fig. 69 shows the solution of the problem in diagrammatic terms. 
The curve represents the functipn y =f{t) on a semi-logarithmic 
diagram, log y being taken against t. The zero point on the 
horizontal axis Ot is the time (^=0) when the initial cost of 
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production is incurred and that on the vertical axis is taken,, for 
convenience, as where £a is the fixed cost of production. 

The gradient of the tangent to the curve at the point P (at timet) 
is given by* 

d{logy)_^f{t) 
dt f{t)‘ 


Interest is reckoned continuously at the given rate of lOOr per cent, 
per year and represents a system of discount curves, x 

being a parameter. Here, 
&x is the discounted value 
(at t = 0) of £y available 
at time t. The system 
appears on the diagram 
as a set of parallel straight 
fines (log y = log x+rt) 
with gradient r and cut- 
ting the vertical axis at 
y=x. One line of the set 
passes through the point 
P and cuts the vertical at 
Q where 



OQ =log X - log u =log - , 
0 / 

since the origin is at 2/= a. Sjx is now the discounted value of a unit 
of the good sold at time t and the optimum time of sale {t=t^) is 
obtained when x or OQ is a maximum, i.e. it is given by the point A 
where a discount line touches the curve y=f{t)- At the 

tangent gradient of the curve equals the gradient of the discount 

fine, i.e. jj-: =r. Further, for a genuine maximum, the curve must 
J W 

be concave from below, Le. < 0- This condition 

dt^ dt\f{t)] 

is satisfied in the normal ’’ case shown, the value of f(t) increasing 
rapidly at first and then more slowly. The point P, where the 
tangent at A cuts the vertical axis, must lie above 0 if the dis- 
counted sale value of the good is to be greater than the cost 
incurred. 
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'f'lOA The ekstidtjr of a fimctioa. 

We lia¥e seen that measures the rate of proportional 

change of the ftinction 'y=fix)y the proportional change in y being 
related to the absolute change in x. Suppose, now, that we relate 
proportional changes in both variables. If ir is changed from a; to 

(x +^), the proportional changes in x and y are - and 

X J (X) 

respectively. The average proportional change in y per unit propor- 
tional change in a; is 

^ S{x-\-Th)-f{x) 
fix) Ji 


If the derivative of the function exists, the rate of proportional 
change in y for proportional changes in x is 


Lim 

^—>0 


X f{x + h)-f{x) \ xf\x) ^xdy 
f{x) h J fix) ydx 


Denoting the logarithms of x and yhy u and t?, we can write 
v~\ogyy where y^f{x), where a; = e“, 
dv __dv dy dx _l dy ^__^dy 
du~dydxdu^ydx^ ydx* 

The rate of change of y=f{x), when both changes are expressed in 
proportional terms, is thus measured by 

dQogy) _xdy 
dQjogx) ydx 

This rate is termed the elasticity of the function at the point x and 

yj/ji yj 

can be denoted by ^ = — /(a;).* Hence : 

PEFiNiTioisr : The elasticity of the function y=fix) at the point a: 
is the rate of proportional change in y per unit proportional change 
in X : 

Ey ^ d(iogy) jxdy 
Ex d{logx) ydx 

* The n^ation adopted here is that suggested by Champemowne, A 
Mathematiml Note on Substitution, Economic Journal, 1935. An alter- 
native notation is E^{y)=E^{f{x)}, No established notation for elasticities 
is in current use. 
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A logaritliifiic diagram is the appropriate representation of the 
fimction i/=/(a;) when proportional changes in both x and y are 
considered. The gradient of the tangent to the curve shown on the 

diagram is then * Hence, the elasticity of a function at 

^ d(loga;) 

various points is given by the tangent gradient of the corresponding 
curve w^hen logarithmic scales are taken for both variables : the 
elasticity can be read off the logarithmic graph of the function Just 
as the derivative is read off the natural graph. 

The important property of the elasticity of a function is that it is 
a number which is independent of the units in which the variables 
are measured. This is clear since the elasticity is defined in terms of 
proportional changes which are necessarily independent of units. 
More formally, if units are changed, so that the new measures of x 
and y are =Xx and y' —fiy respectively, then 

x' dy' ^Xxd{iiy) _ Xx y.dy ^xdy 
y' dx' iiyd{Xx) fiy Xdx ydx^ 

i.e. the elasticity of the function is unaltered. 


10.5 The evaluation of elasticities. 


dy _ 


Since the elasticity of a function is simply the derivative ^ witji 

X 

a multiplicative factor which makes it independent of units, y^e 

can obtain elasticities from the corresponding derivatives. It is 
interesting, however, to translate the derivative rules into elasticity 
form and to examine the nature of the elasticities of simple functions. 
If u and V are single-valued functions of then 

Eu Ev 

E{u±v) 


Ex 


u±v 


E{uv)^Eu Ev 
Ex Ex Ex ' 


Er- 

w 


Eu Ev 
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Furtlier, if y is a, fiiiictioii of m, where ‘U is- a function of x, then : , 

Ey _^Ey Eu 
Ex~' EuEx 

As an example of the method of proTing these results^ we ha¥e 
E{uv)__^ X d(w)_ X { du ^ dv\__xdu ^ xdv __Eu Ev 
Ex m dx m \ ‘ dx ‘ dx/ %i dx ‘ v dx Ex Ex 
The other results are established in a similar w’ay. 

It is -to be noticed that the elasticity .rules, are simplest in the, 
cases of product and quotient and more complicated for sum and 
difference. This completely reverses the position obtained in the 
case of the derivative rules. But it is no more than we expect since 
an elasticity is a derivative in which the variables are expressed as 
logarithms and since logarithms are designed to deal conveniently 
with products and quotients. Further, since the elasticity of a 
constant is zero, 

E{u + a)_ u Eu ^ E(au)_Eu 

i.e. it is the multiplicative constant that disappears in an elasticity. 

As examples of the elasticities of simple functions, we have : 

E , ax E , . - E , . 

(ax -f 6) = -7 , iaxn = a and -=r = ax, 

Ex^ ^ ax-\-b' Ex^ Ex^ . ~ 

Hence it is the power fonction, and not the linear function, which 
has a constant elasticity. If a is a positive constant, then the 
function OTtli the same positive elasticity a at aU pointslis y-axP-^ 
and the function with the same negative elasticity ( - a) at all points 
is yo^ — a. In particular, the function y—ax has elasticity 1 at^aU 
points and the function xy—a has elasticity ( - 1) at aU. points^^^In 
diagrammatic terms, the function y=aaf- is represented by an 
upward sloping straight line with gradient a on logarithmic scales 
and the gradient measures the constant elasticity of the function. 
In the same way, the function yx^'—a is shown as a downward 
sloping line with numerical gradient a on logarithmic scales. The 
rectangular hyperbola xy—aiB a particular case, shown on a log- 
arithmic diagram by a line sloping downward with gradient and 
elasticity numericaUy equal to unity. 

The elasticity of a function varies, in general, with the value of x 
taken. Certain points may be found where the numerical value of 
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the elasticity is unity and these points are of particular interest. 

If at a point then a proportional increase in a; from 

Ex 

this point gives rise to an equal proportional increase in f{x). On 
E 

the other hand, if (»:)}> 1 at the point x, then a proportional 

JujQy 

increase in x results in a greater proportional increase mf{x) . Con- 
E 

versely, if point x, the proportional increase in 

f{x) is less than that in x. Similar remarks apply when ■^{f{^)} = - 1 

at a point x^ but here proportional increases in x correspond to 
proportional decreases mf{x). 

Further, at a s,tatiqnary yalne of a func so 

the elasticity, is zero. As particular cases of the product and quotient 
rules for elasticities, we have 

It follows that a maximum or minimum value of the total ’’ ex- 
pression {xf{x)} can occur only at a point where the elasticity of 
f{x) is ~ 1 and that a maximum or minimum value of the average ” 

expression can occur only where the elasticity of f{x) is 1. 


Finally, it is clear, from the definition, that the elasticity of a 
function f{x) is the ratio of the marginal ’’ value of f{x) to the 
'' average ’’ value of f{x) at the point in question, i.e. the ratio of 


f{x) to 


Hence, at a point where the average ” value is a 


maximum or minimum and the elasticity is equal to 1, we have also 
that the '‘average” and "marginal” values of the function are 
equal (see 8.5 above). Points where the elasticity of a function is 
numerically equal to unity are thus of considerable importance. 
This is particularly evident, as we shah show, when we consider the 
application of the elasticity concept to the demand and cost problems 
of economic theory. 


10.6 The elasticity of demand. 

The market demand for a good can be represented, under certain 
conditions, by the monotonic decreasing function x — (f){p). The 
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elasticity of tMs fuiiction defines the elasticity of demand at any 
price. Since its value is nega^^^ at all prices, it is found convenient 
to make it positive by the introduction of a negative sign." This step 
does not affect the elasticity concept in any material waJ^ So : 

Elasticity of demand ^ ^ * 

The value of t], which is independent of both price and quantity 
units, varies from point to point and always measures the rate of 
proportional decrease of demand for proportional increases in price 
from the price and demand in question,* 

When we consider proportional changes in demand and price, it 
is a great advantage to plot the demand curve on a logarithmic 
diagram, taking both price and demand on a logarithmic scale. The j 
tangent to the demand curve is then downward sloping with a : 
numerical gradient equal to the elasticity of demand. For example, 
the demand law x=ap~°’ is shown, on a logarithmic diagram, as a 
straight line with gradient ( ~ a). The elasticity of demand, in this 
case, is constant and equal to a at all points. 

If demand curves are drawn on natural scales, as is usual in 
economic works, it becomes more difficult to estimate and compare 
the elasticities at various points on the same or on different demand 
curves. It is tempting to estimate the elasticity from the gradien'^^ 
of the demand curve, to say that a demand curve steeply inclined to 
the price axis_ has a large elasticity. This is incorrect. Demand/^ 

n / dx\ 

elasticity is the product of ^ and ^ value cannot be 

judged solely from the second of these two factors. For example, '' 
the linear demand curve has a constant gradient but its elasticity is i 
not constant. The elasticity, as is easily seen, decreases as the price ; 
decreases and the demand increases. 

Two diagrammatic methods have been devised by Marshall for the 
purpose of estimating the elasticity of a demand curve drawn on 


and the elasticity of price with 
Some writers use the term 


^ The inverse demand function is p = 

respect to demand is the reciprocal of tj. 

flexibility of price to indicate the reciprocal concept (see Moore, Synthetic 
Economics, 1%%^, p. 38). Notice also that the elasticity of demand and 
flexibility of price are sometimes written without the negative sign (see 
Schultz, Statistical Laws of Demand and Supply, 1928). 
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natural scales.*^ The first method makes' use of a simple geometrieal' 
property of the demand curve. With the notation of Fig. 70, tPT 
is the tangent at any point P on the demand curve and the elasticity 
of demand at P is 

.p( dx\ MPMT _MT 
'^~x\ dp)~ OMMP~ OM' 

MT PT 

A well-knovm geometrical property of parallel lines gives = - 7 ^ 

PT ON , 

(since MP is parallel to Op) and (since NP is parallel to 

Ox). Hence: ^ 

MT ON PT 
m~ tp' 

We have thus three convenient length ratios as measures of the 
demand elasticity at any point on a demand curve. 
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Fig. 70. 
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Fig. 71. 




The second method depends on the fact that any curve with 
equation xp =a is Sb demand curve with unit elasticity at aU points. 
Such a curve can be called a cgmtant outlay cuicm, since the outlay 
{xp) of consumers is constant at all prices. On logarithmic Scales, 
the curves for various values of a form a set of parallel straight lines 
sloping downward with unit gradient. On natural scales, w'e have 
the system of rectangular hyperbolas shown in Fig. 71. Through 
each point P of a given demand curve AB, there passes one of the 
constant outlay curves. The elasticity of the demand curve AB at 
P can be compared with the unit elasticity of this constant outlay 
curve by comparison of the gradients of the two curves referred to 

* Marshall, Principles of Economics (8th Ed. 1927), p, 839. 
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tlie price axis. TMs is possible since the other factor - in the ete- 

■ ■ X ^ : ' ■' ■ 

ticity expression is the same for both curves at "F. If the demand 
curve A jB is steeper to the price axis than the constant outlay curve 
at P, then the demand elasticity is greater than unity at this point on 
AB, If AB is less steep than the constant outlay curve at P, then 
the demand elasticity of AB is less than unity. Finally, if AB 
touches the constant outlay curve at P (as shown in Fig. 71), then 
AB has unit elasticity of demand at P. Hence, the path of a given 
demand curve across the constant outlay curves gives us a good idea 
of the variation of demand elasticity along the demand curve. 


^^.7 Normal conditions of demand. 

For any demand law p = we have R:=-x^~Xip{x), and 


dR d , ' dp 

dx dx dx 


P U-t 


xdp\ 

pdxl 


pdx 


But the elasticity of demand 7]= — and so 


dx 


=i> 


(-a 


This is an importarit.i:esult. From it we deduce : 

(1) If 7^> 1 at a given price and demand, a small decrease in price 
results in a more than proportional increase in demand, marginal 


revenue is positive and total revenue increases as output (= de- 
mand) increases. This is the case of elastic demand. 

(2) If 7 ^ = 1 at a given price and demand, the small decrease in 
price and increase in demand are proportionally equal, marginal 
revenue is zero and total revenue has a stationary (usually a maxi- 
mum) value. 

( 3 ) If 77 <1 at a given price and demand, a small decrease in price 
is accompanied by a less than proportional increase in demand, 
marginal revenue is negative and total revenue decreases as output 
increases. This is the case of inelastic demand. 

Our general idea of elastic and inelastic demands (see 5.4 above) 
is thus in agreement with the precise measure of. demand elasticity. 

We have assumed, in the normal case of demand, that price 
decreases are associated with demand increases, and conversely, i.e. 


R 


M.A. 
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that the demand curve falls from left to right. A further property 
of demand is now assumed to hold in the normal case. It is taken 
that, las the demand increases, the elasticity of demand decreases 
continuously from values greater than unity at small demands to 
values less than unity at large demands. As demand increases it 
becomes continuously more inelastic. It follows that there is one 
definite demand x=a where the demand elasticity is eq[ual to unity! 
This normal property of the demand curve is illustrated by the* 
curve AjB of Fig. 71. The curve touches a constant outlay curve at 
one definite demand, is steeper to the price axis than the constant 
outlay curves for ah. smaller demands and less steep than the constant 
outlay curves for aU larger demands. 

In the normal' case of demand, therefore, total revenue B increases 
with output at first (77 > 1), reaches a definite maximum value at the 



output x=a (tj — I) and then decreases as output increases further 
( 7 ]< 1 ). Average revenue, of course, decreases continuously as output 

dB 

increases. Now, from the expression for -y- above, 

marginal revenue = average revenue • 

Since 77 is positive, marginal revenue is less than average revenue at 
all outputs. Further, as output increases, rj decreases and becomes 

unity at the output x=a. Hence, for outputs less than a, is 

positive and decreasing. So marginal revenue must decrease as 
output increases imtil it becomes zero at the output x—a where 77 = 1. 
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For further increases in output, marginal revenue is negative but 
need not decrease continuously. The normal forms of the total, 
average and marginal revenue curves are indicated in the two 
diagrams of Fig. 72. The diagrams must he consistent in the sense 
that the ordinates of the average and marginal revenue curves are 
respectively equal to the gradient of the vector from 0 and the 
gradient of the tangent at the corresponding point on the total 
revenue curve. 

The linear demand law, p=a~bx, and the hyperbolic demand 
law, p=— ^-c, are both of the normal form here described. In 

X-tO , ,, 


the jSbcst case, rj 


-.b ^-b 
. \x 


and, in the second case, 


- 1 +;- 


Each of these expressions decreases contimxously as x increases. 
The total, average and marginal revenue curves in particular cases 
of linear and hyperbolic demands are graphed in Figs. 44 and 45 
above. It is clear, from these graphs, that the demand curves are of 
normal form. 

In conclusion, an inter- Pk 
esting connection between 1 ^ 
the average and marginal \ \ 
revenue curves can be \ 

established.* If the tan- 
gent at any point P on p 

the average revenue curve ^ - 

cuts the price axis in A \\ * 

and if ^ is ioined to the \0\ i' ^ 

point g on the marginal 

revenue curve at the same — — — 1 — X > 

output as P, then the 
gradient of J.P referred to 

the price axis is twice that of AQ, In Fig. 73, PM and QN are per- 
pendicular to the price axis. Then (10.6 above) : 

; . OJf _ MA—- 


Fig. 73. 


= See Bobinson, The Economics of Imperfect Competition (1933), pp. 29 etseq. 
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where yj is the demand elasticity at P. But marginal revenue equals 

average 

ON = OM (l-^) = 

OM v 

and • = 

7 ] 7 ) 

So / MA=NM = iNA, 

? MP NQ NQ 

The gradient of AP to the price axis is = i.e. twice 

the gradient of AQ to the price axis. ^ 

This result provides a method of tracing the marginal revenue 
curve from a given demand (or average revenue) curve. Select any 
point P on the demand curve, draw the tangent to cut the price axis 
in A, draw the line AQ with gradient to the price axis half that of 
AP and find the point Q on AQ with the same output as at P. Then 
Q is a point on the marginal revenue curve and the whole marginal 
revenue curve is traced by repeating the process for different points 
on the given demand curve. 


.8 Cost elasticity and normal cost conditions. 

( A less generally recognised, but extremely useful, application of 
the elasticity concept is found in the analysis of the cost problem ) 
(5.5 above). This application provides a striking; co ntrast to the 
use of demand elasticity. The latter refers to the average quantity 
(average revenue) and enables us to determine, by relating its value 
to., unity, whether the ^Corresponding total quantity (total revenue) 
increases or deceases. The position is completely different in the 
cost problem. Mere the total quantity (total cost) increases for all 
outputs and its elasticity is defined and used to deduce properties 
of the average quantity (average cost). 

If a firm produces an output cc at a total cost JI=P (a;), then 


Elasticity of total cost k = 


X dU _d {log U) 
IJ dx~ ci(loga;) * 


The value of ic is independent of both cost and output units and 
measures the proportional rate of increase of total cost for propor- 
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tional increases in output from the level in question.* Erom the 
definition k is equal to the ratio of marginal to average cost. Further, 

the elasticity of average cost 7T=— can he expressed : 

'irdx Ildxxx) Ux^x dx / 11 dx 

From these results, it follows that : 

(1) If K<1 at a given output, we have the case of increasing 
returns in which a small increase in output is obtained at a less than 
proportional increase in cost, average cost is greater than marginal 
cost and average cost decreases as output increases. 

(2) If /c = l at a given output, the case is one of constant returns 
in which the small increase in output is proportionally equal to tho 
increase in cost, average cost equals marginal cost and average cost 
has a stationary (usually a minimum) value. 

(3) If /c> 1 at a given output, we have decreasing returns and the 
situation is exactly the reverse of that when k < 1. 

It has been assumed, in the normal case of cost conditions, that 
total cost increases continuously from a positive value (representing 
overhead costs) as output increases from zero. A further property 
of the normal case is now added, the property that cost elasticity 
increases continuously from values less than unity at small^putpits 
to values greater than unity at large outputs. Returns become 
increasingly unfavourable as output increases. There is one dejSnite 
output x—a^ where cost elasticity equals unity and returns cease to 
be increasing and become decreasing,*]’'' 

It follows, in the normal case, that average cost falls with increas- 
ing output at first, reaches a minimum value at the output cr and 
then increases as output increases further. Marginal cost is less 
than average cost for outputs less than a and greater than average 

* The elasticity of total cost is described by Professor Moore (Synthetic 
Economics^ p. 77) as the “ coefficient of relative cost of production ** and its 
reciprocal as the “ coefficient of relative efficiency of organisation The 
reciprocal of k has also been used by W. E. Johnson (The Pure Theory of 
Utility Curves, Economic Journal, 1913, p. 508) and by Professor Bowley 
(The Mathernatical Groundwork of Ecorwmics, 1924:, ^>, ^2). 

t a slightly less severe normal assumption it can be taken simply that 
K = 1 at some definite output x^ a, k<1 for outputs x< a and k > 1 for outputs 
x>a . . „ ‘ 
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cost for outputs greater than a. At the output ir ==(3^5 marginal cost 
is rising and equal to the (mininium) average cost. The normal 
forms of the total, average and marginal cost curves are shown in 
the two diagrams of Mg. 74. The forms of the average and marginal 



cost curves can be checked jfrom the form of the total cost curve, 
and conversely. If P is the point on the total cost curve at a given 
output, then average and marginal cost are to be read off as the 
gradients of OP and of the tangent at P respectively . 

The simplest cost function satisfying the normal cost conditions 
is the quadratic form 

where a, b and c are positive constants. Here 

_ x{2ax + b) 

The derivative of re can be shown to be positive, i.e. /c increases as x 
increases. The total, average and marginal cost curves in the case 
of a particular quadratic cost fmiction are graphed in Eig. 46 and 
they are seen to be of normal form. 

It may be convenient to take the total cost curve with a point of 
inflexion and the marginal cost curve with a minimum point at some 
output less than that at which average cost is a minim um , This is 
shown in Eig. 74. The quadratic cost function does not exhibit this 
additional property and the simplest normal cost function to do so 
is the cubic form 


iT=aa;^ - bx^ + cx + d 
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where a, b, c and d are positive constants (62<3ac). 
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Here 


Average cost =ax^-bx+c+- 


Marginal cost ^ = 3aa;^ • 


• 26a; + c 


and 


dm 

dx^ 


Ua JLJL 

-j-z = 6ax - 26. 


dn 


Since is positive for all values of x {since b^<3ac) and since 
d^n b 

■^ = 0 at the single output a;=— , the total cost curve rises but 

has a point of inflexion at the output x=^ . The average cost curve 

has a single minimum value at an output greater than x= — (see 

8.4, Ex. 7). The marginal cost curve is a parabola vdth a positive 
, Sac - 6^ , b 

mmimum value — at the output x=—. The curves are thus 

Sa ^ 3a 

of the normal form shown in Fig. 74. 

As a final illustration of the elasticity concept, we can consider a 
problem very similar, in some respects, to the cost problem just 
discussed. The output of a firm, under given technical conditions, 
is determined by the amounts of the various factors of production 
employed. It is now assumed that the factors are always employed 
in the same fixed proportions. The output x of the good pro- 
duced is then uniquely dependent upon the proportion A by 
which the factors are increased (A>1) or decreased (A<1) from a 
given basic position. We can, therefore, take a; as a function of A 
and define 4 /^ 


Elasticity of 'productivity e - 


Xdx (log x) 
xdX^ d{lQg A) ’ 


If €>1, we have the case of increasing returns in which a small 
proportionate increase in all factors employed results in a more than 
proportional increase in output. In the same way, € = 1 and €<1 
correspond to cases of constant and decreasing returns. In the 
normal case, e decreases continuously as A, and the amount of the 
fectors , employed, increases. It is to be noticed that the reciprocal 
of e is analogous to /c in that it measures the elasticity of cost with 
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respect to output, cost being expressed in terms of the amount of the 
factors used instead of in money terms. But e is limited, as k is not, 
to the case of factors used in fixed proportions.* 


EXAMPLES X 

Experiential and logarithmic derivatives ^ 

1. Obtain the derivatives of the functions : 2®, - 7 = , e®, 

ve® 

rQ 1 -f- a?® 

log(l-a:), log (a!+ l)(a:+ 2 ), logVl-a;^ log (1 + re®), log 7 ;^ , log 
and log 

2. By writing 6“®+** = 6** {e®)“, verify that ^6““+*’ = 06®®+*’. 

3. Find the derivatives of {ax + 6 )e® and {ax + 6 )e*~®. 

4. Show that {|(6® + 6"®)=} = e“ - e-“. 

ax 

5. Show that ^ {x log a;) = 1 + log x, ™ ~ ^ ^ ^ 


dx 


log {x-^'^x^- a^) ~ 


>^x^ - 


6. Establish the general result 

d a^x->rh^__, ai - a^ 
dx ^ a^x-\-h^~ {a^x + h-^){a^x + h^ 

1. Find the second derivatives of e“®, e®®+^, log(aa; + 6), x log x and log x. 


dr 

8. Show that {xe^) — {x + r)e® and •T~j{^e'~^) = ( - 1)’* {x - r)e“"®. 
dx dx‘ 


9. By logarithmic derivation, evaluate the derivatives of 


x^x-l)^ 


{x+l){x + 2) 
{x~l){x-2) 


and 


^V; 


iT + 1 


10. Find the derivatives of e®®^+^®+® and {ax^ + bx + c) e® by taking logarithms 
before derivation. 


11. By logarithmic derivation, show that 

/7 rf 

— (£c® ) = ir® ( 1 + log a;) and — {xH^^'^^ ) = 


: {ax + 


12. Find the maximum and minimum values of ai^e®. Show that (log x - x) 
has only one maximum and {x log x) only one minimum value. 

13. Show that the curve y = xe^^ has one maximum point and one point of 
inflexion. Verify that y and its derivatives tend to vanish as a;— >oo . Illus- 
trate from the graph of the curve (Examples IX, 17). 

* The concept of elasticity of productivity {Ergiehigheitsgrad) is used by 
Prof. Schneider {Theorie der Produktion, 1934). It describes one aspect of the 

production function ” which will be discussed at a later stage. 
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14. , Show, that, on the curve y — there are two points of iniexion 
separated by a maximum point. Hence, indicate the shape of the cur\re and 
describe its behaviour as a; ± oD (Examples IX, 18). 

15. If y = 'l{e^ + show that y and are always positive while ~ 

CtOC uX 

changes sign at x = 0. Deduce that the curve representing this function 
roughly resembies a parabola with a minimum at aj = 0. How can the curve 
be derived from the curves y = e^ and 2 / =6”^? 

16. show that^= 2 /(l- 2 /)and^=y(l- 2 /)(l- 2 ^). Deduce 

that y increases continuously between 0 and 1 as a; mcre^ses. Show that the 
curve representing the function has a point of inflexion at a; = 0 and indicate 
its shape. (This is the logistic curve, see 16.2 (3), Ex. 3 below.) 

17. The selling value of a good is tf(t) after t years from the time when the 
fixed cost of production of £u was incurred. If £f {t) represents lOOr per cent, 
(reckoned continuously) on the outlay £a, find r as a function of It is 
assumed that the entrepreneur aims at maximising r. Show that the optimum 
storage period t and the (maximised) value of r are given by /(^) = and 
f'{t)=rf{t). Illustrate diagrammaticallv and contrast this problem with that 
of 10.3. 

18. The cost of planting a piece of land with timber is £272. The value of 
the timber after t years is £l00eWt. Show that the present value of the 
timber is greatest (the rate of interest being 5 per cent, compounded continu- 
ously) if it is cut after 25 years. Show also that the maximum return (reckoned 
continuously) on outlay is 6J per cent, after 16 years. Hence illustrate the 
difference between the problem of 10.3 and that of the previous example. 
(Take log, 2-72=1.) 

19. It is assumed, at given prices of consumers’ goods, that the utility of 
an individual consumer is measmable and dependent on his income £x. How 
is the marginal utility of income then defined? If it is known that marginal 
utility of income decreases towards zero as income increases, show that 

u=oclog^ and u = ax^ are two possible forms for the utility function. 


Elasticities and their applications 

20. Show that the inverse function rule is of the same form for elasticities 
as for derivatives. Verify the rule by finding the elasticities of e® and log x 
separately. 

21. Evaluate the elasticities of xe^, xe~^ and 

fM 

22. If € is the elasticity of fix), then the elasticities of xf(x) and “h— i are 

(€+ 1) and (€ - 1) respectively. Check with /(as) = CEr“. ^ 


23. Find the elasticity of demand when the demand law is = and 

p = 3. Plot an accurate graph of the demand curve, draw the tangent at the 
point P where p = 3 and locate the points T and t where it cuts the axes. 
Hence verify that p = MT : OM = ON : Nt, where PM and PN are perpen- 


diculars to the axes. 
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24, If jp cents per bnshel is the price of corn and x bushels the yearly con- 
sumption per head of corn in the IJ.S.A., it is found that 


p 

50 

55 

, 60 

i 

65 

70 

X 

30-4 

28*4 

26-7 

25-3 

24*0 


By plotting on a logarithmic diagram, show that the elasticity of demand 
for com can be taken as approximately constant for all prices. 

25. The following table gives the average N.Y. price { p cents per lb.) and 
the yearly consumption (x th. short tons) of sugar, p’.S.A., 1904-6 : 


Year 

P 

X 

1904 

4-8 

3100 


1905 

5-25 

2950 


1906 

4-5 

3210 



Plot on a logarithmic diagram and draw three parallel lines, one through each 
plotted point, so that the second line is equidistant from the other two. It is 
assumed that the elasticity of demand for sugar is constant and that the 
logarithmic demand line has shifted downwards by equal distances over the 
three years. Estimate the elasticity of demand for sugar. (See Pigou, The 
Statistical Derivation of DeTnafid Curves, ^conomiQ Joxmidl, 1930.) 

\/ 26. If A.R. and M.B. denote the average and marginal revenue at any 
* A.R. 

output, show that ^ ~ ^ output. Verify for the linear 

demand law p = a - ^ 

27. Fin d the elasticity of demand in terms of x for each of the demand 
laws p = ^a-hx, p = {a- hxY and p = a- hx^, ■ Show that rj decreases as x 
increases and find where equals unity in each case. 

's/ 28. If the demand law x = ae~'^'^, express demand elasticity and total, 
average and marginal revenue as functions of x. Show that the demand is 
of normal form. At what output is total revenue a maximum? 

/ ,y/29. A monopolist radio manufacturer produces x sets per week at a total 

cost of + Sir 4* 100). The demand is x=e ^0 sets per week when the 

price is £p per set. Plot the marginal cost and the marginal revenue curves 
on the same graph for outputs up to 50 sets per week and deduce that 
approximately 25 sets per week should be produced for maximtim monopoly 
profit. (Take log^ 10 = 2-3026.) 

30. If the demand law is show that the demand increases as 

the price decreases, becoming large as the price approaches the value ~ . Find 

the elasticity of demand for any price greater than Is the demand of 
normal form? ^ 

s/ 31* If O' fii’ni prociuces an output a; at a total cost of 17= + hx, find an 
expression for k, the elasticity of total cost." Show that k is always greater 
than unity and increases as a? increases. 
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32, Show that, for the total cost function il = si ax + h, the elasticity of total 
cost increases but remains less than unity as x increases. 

X ’\~1} 

33. The total cost function of a firm is 11= ax Fd. Show that - the 

x + c 

average and marginal cost curves are of normal form if u, 5, c and d are 
positive and if d< a(c - 6), the former having a minimuni point and the latter 
rising continuously. 


X “F* & ' 

34. If n=ax^ f d is the total cost function, where a, 6, c and d are 

x-^ c 

positive (6<:c), express average and marginal cost as functions of x. Show 

that ~ f — j increases with x, being negative for small x and positive for large 
U/X \ x / dTI 

X, Show, also, that increases from zero to large values as x increases. 


Deduce that the cost curves are of normal form (see Examples Y, 22). 

35, The production (y) of a good Y depends on the amount (x) of a single 
variable factor of production X according to the law y = ax^(b-x}, where a 
and b are positive constants. Express average and marginal product as 
functions of x and indicate that the forms of the correspondmg curves can be 
taken as typical of the normal case of production (see Examples 37). 

/ ^ 

"^36. The supply of a good is given by the law x=a\'p - where p (which is 

greater than b) is the price and a and h are positive constants. Find an 
expression for e, the elasticity of supply as a function of price. Show that e 
decreases as price and supply increase and becomes unity at the price 26. 
What property of the supply curve holds at the point where e = 1 ? 


CHAPTER XI 

FUNCTIONS OF TWO OR MORE VARIABLES 
11.1 Fiinctions of two variables. 

OuB study of relations between variable numbers has been limited, 
so far, to the case of two variables, one of which is taken as a function 
of the other. This restriction can now be relaxed by defining 
relations involving many variables and by applying such relations 
in the interpretation of scientific phenomena. It is evident that all 
sciences are concerned with large numbers oOx^ter-related variable 
quantities a,nd .that only by a process of severe simplification can 
functional relations between two variables be applied at all. For 
example, the volume of a gas depends on the pressure, on the tem- 
perature and on other factors. In economics, when an individual 
\ considers his purchases on a market, the demand for any good 
depends, not only on the price of the good, but also on his money 
income and on the prices of related goods. Again, to quote an every- 
day example, the sum of money extracted by a London taxi-driver 
from his passenger depends on the distance travelled, on the time 
taken for the journey and on the proportion expected by way 
of a tip. 

The formal extension of the function concept presents no difficulty. 
Suppose, first, that we have three variables, x, y and z, each with its 
appropriate range of variation. The variables are related by an 
implicit function if the values taken by them are not arbitrary but 
connected in some definite way. In general, we write 

f{x, y, z) = 0. 

Further, the variable z is an explicit function of the variables x and y 
if the values of z depend in a definite way on those allotted arbitrarily 
to X and y. In this case, we write 

Z=f{x, y). 

A given imphcit function between three variables gives rise to three 
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distinct explicit functions ; each variable can be taken as a fiiiiction 
of the other two. For, when values are allotted arbitrarily to two 
of the variables, the functional relation determines the values of the ^ 
third variable. When one particular explicit function is considered, 
say s as a function of x and the variable 2 : is called the dependent 
and the variables x and y the independent variables. 

The terms already used (2.4 above) to distinguish different kinds 
of functions extend at once. It is important to distinguish, in 
particular, between single-valued functions, to which the notation 
z=f{x, y) particularly applies, and multi-valued functions. Of single- 
valued functions, we can note the class of monotonic functions where 
the dependent variable increases (or decreases) steadily as the 
independent variables increase. Again, the function z =f{x, y) is said 
to be symmetrical in the variables x and y if an interchange of these 
variables leaves the function unaltered in form. Finally, the con- 
cepts of limits and continuity extend easily to the case of a single- 
valued function of two variables. If, for example, the function 
z=f{x, y) approaches the limiting value A as x approaches the 
value a at the same time that y approaches the value 6, we write 
/(rr, y)->X as x-^a and y-^b. 

The function is continuous at the point x=a, y—b if 2 ; takes the 
definite value / (a, b) at the point and if z tends to the same value as 
X and y approach a and b respectively from either side. All ordinary 
functions are continuous except, perhaps, at a few isolated points 
where the variables assume infinite values. 

The following examples show some common cases of functions of 
two variables and their grouping into function types : 

Ex. 1. The impHcit function 2a; + 3y -2 - 1 =0 is a particular case of 
the general linear functional relation 

ax + by -^cz+d-Q, 

Each of the explicit functions obtained here is single-valued. For 
example, from the particular function quoted, we have 

2J^2a; + 3 y~l; y=i(l-2a;-!-2i) and a; = |(l -Sy +21). 

Ex. 2. The three explicit functions 

z==Zxy] z=x^-\-y^ bxA x^x^-^zy-y'^ 
are instances of the explicit and homogeneous ’’ quadratic type 

z~ax^+2hxy+by^. 
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Ib the first of these instances, the other two explicit functions are also 
single- valued. In the other two instances, ^ and y are double- valued 
functions. For example, in the third case, we have 

and y = -x±:sl2x^ -z. 

Ex. 3. The explicit function g = — appears in implicit form as 
x^ -xz-\-yz-z = {i^ y 

and this is an instance of the implicit quadratic function type. 

Here, y is also a single-valued function of x and z but a; is a double- 
valued function of y and 2 ;. Another example of the same type is 

where each variable is a double-valued function of the other two. The 
general implicit quadratic function tjrpe can be written 

ax^ + by^ + cz^ + 2fyz + 2gxz + 2hxy -f 2ux + 2vy + 2wz 
where all the coefficients are constants. 

Ex. 4. The explicit fimctions z=log(x^+y^) and z^xH^ 

illustrate the fact that exponential and logarithmic expressions can 
appear in functions of two variables. In the second case, for example, 
the expression {pc^ + 2 /^) takes a definite value when values are allotted to 
X and y and the logarithm of this value then defines z, 

11.2 Diagrammatic representation of functions of two variables. 

If three axes Oxyz are fixed to intersect at right angles at the 
origin 0 in space and if a definite scale of distance measurement is 
selected, then (from 1.9 above) a point P in space can be located 
by three co-ordinates {x, y, z). It will be assumed throughout the 
following development that Oz is drawn vertically upwards and that 
Ox and Oy are drawn, in a^rizontal plane, in the W.E. and S.N. 
directions respectively. The co-ordinate z thus represents heights ” 
above or below the horizontal plane Oxy while the co-ordinates x 
and y represent distances E. and N. of the origin 0 in the plane Oxy, 
These conventions are adopted solely for ease in description ; they 
are not essential to the argument. 

From a given single-valued function z=f{x, y), a table of values 
can be constructed by giving a;, and y arbitrarily selected values and 
by finding the corresponding values of To each pair of values of 
X and y there corresponds a point Q in the plane Oxy {OM =x and 
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ON =y). A perpendicular QP is then erected of length equal to the 
value of 3 from the table (Fig. 75). The pomt P (x, y, z) is thus 
obtained in space with co-ordinates related by the given function. 
The whole table provides a finite “ cluster ” of such points in space 
and, if the variables z and y are continuous, there is no limit to the 
number of points that can be obtained. The infinite cluster of points 
makes up what is called a surface in space. The surface has the 
property that it is cut by lines parallel to Oz in no more than a single 
point the height of which above or below Oxy represepts the value 
of the function z=f{x, y) for the values of x and y concerned. An 
easily visualised example of such a surface is provided by an open 
hemispherical bowl resting with its rim in a horizontal plane. 



More generally, iff{x, y, z) = 0 is a given implicit function defining 
z as a multi-valued function of continuous variables x and y, we can 
still represent it by a surface drawn in space. The heights of 
various points on the surface above Oxy represent values of z 
obtained in the function from given values of x and y ^t, since the 
function is multi-valued, the surface can be cut in moreiihan a single 
point by a parallel to Oz. A sphere can be taken as a simple example 
of the kind of surface obtained when z is a double- valued function 
of a; and y. 

To a functional relation between three variables x, y and z, there- 
fore, there corresponds a surface referred to axes Oxyz in space. 
Conversely, if axes and a scale of distance measurement are fixed, 
to any smface m space there corresponds a definite ftmctional 
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relation between three variables, the equation of the surface. The 
concept of a surface, it should be noticed, is* not limited to the case 
of a surface without '' jumps ” or ''gaps” and with an equation 
which is a continuous function of the variables. 

We can construct an actual three-dimensional model of any surface 
of which the equation is given (e.g. the surface 0 = 0 ;^ Axes 
Oxy are drawn in a plane board and a set of points is selected and 
marked to correspond to a set of values of x and y and to cover the 
plane fairly uniformly. At each point, a vertical pin is erected with 
height equal to the value of 2 : given by the function. As more and 
more pins are erected, their heads are seen to describe a dejSnite 
surface, the surface representing the function. Such a model is the 
three-dimensional equivalent of the graph of a function of one 
variable but, on account of the labour involved, its construction is 
rarely a practical proposition. 

Again, if a function type is defined with the aid of certain para- 
meters (e.g. the type z=ax^ -\-2hxy -{-by^), then there corresponds a 
whole class of surfaces in space. Each surface of the class corre- 
sponds to the function obtained by giving definite values to the 
parameters. The systematic study of function types and surface 
classes is simply an extension of analytical geometry from two to 
three dimensions. For example, it is found that the class of planes 
in space is represented by the linear function type and that a 
class of surfaces known as paraboloids corresponds to the function 
type z~ax^-\-by^. It is not proposed, however, to elaborate this 
interesting study here. 

11.3 Plane sections of a surface. 

Without constructing an actual model of the surface in three 
dimensions, it is difficult to visuahse the form of a surface corre- 
sponding to a given function. This difficulty can be overcome, to a 
large extent, by a method of great practical and theoretical service, 
the method of "plane sections”. The essentials of the method 
are contained in certain expedients familiar in everyday life. An 
architect, for example, seldom constructs a " working model ” of a 
house he has designed ; he draws ground and floor plans (horizontal 
sections) and cross-sections or elevations (vertical sections). Again, 
motorists and " hikers ” do not carry rehef models of Devonshire to 
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guide them about that county ; they refer to Ordnance maps which 
reduce the country to plane representations by means of a system of 
contours or horizontal sections. The methods underlying these and 
other practical devices are not difficult to generalise. 

A given plane cuts a surface in points lying on a curve called a 
plan e section of the surface. Of all the possible sections of the surface, 
the most convenient are the horizontal sections by planes perpen- 
dicular to Oz and the vertical sections by planes perpendicular to 
Oxy, Bach of these sets of sections can be considered in turn. 

A horizontal section of the surface z==f{x^ y) is a curve lying in the 
surface at a given and uniform height above the Oxy plane. Taking 



diifferent horizontal sections at various heights and projecting them 
on to the Oxy plane (by reducing the heights to zero), we obtain a 
set of curves in Oxy which can be called the contours of the surface. 
Each contour, to which can be attached the height (or value of z) 
which defines it, shows the variation of x and y for the given value 
of z. If the variables are continuous, the set of contours consists of 
a limitless number of curves all included in the general equation 

/(rr, y) — constant 

by allotting different values to the constant. In Big. 76 are shown 
certain contours of the ''paraboloid” surface with equation 2 ; = -i-y^ 
at heights z = l, 2, 3 and 4. The contours are here concentric 
circles with centre at the origin. 

The shape of the surface, i.e. the variation of z with x and y, is 
shown in a very convenient way by the contour system. As the 
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independent variables change, a point {x, y) moves in the plane Oa;t/ 
and the variation of ^ (the height of the surface) is seen by tracing 
how the point moves in relation to the contours. The value of 2 : 
increases, remains fixed or decreases according as the point crosses 
from lower to higher contours, remains on one contour or crosses from 
higher to lower contours. Further, the values of 2 ; attached to the 
contours crossed indicate the actual changes in z. If, as is usual, 
the contours are for values of 2 ; at constant intervals, then 2 ; changes 
more rapidly and the surface is steeper when the contours are closer 
together. A curve across the contour system (e.g. the line AB of 
Fig. 76) implies a dejSnite change in x and y and the contours show 
how the corresponding value of z changes. The curve, in fact, is the 
projection on to Oxy of an actual path on the surface. The markings 
of roads, railways and other features of a country on a contoured 
Ordnance map are made on this principle. 

Vertical sections of the surface can be defined in a similar way. 

Fixing a value of y, we have 
a section of the surface by a 
plane perpendicular to Oy 
showing the variation of z 
as X changes only. Such a 
section, which is conveniently, 
projected on to the plane 
Oxz, is an '' elevation ” of 
the surface showing the up 
and down movement of a 
path on the surface in the 
W.E. direction. The section 
can be traced, at least rough- 
ly, jfrom the contour map 
already obtained. The curve of Fig. 77 is the elevation of the 
surface for y = l, i.e. the parabola z — l+x^^. It can be 

traced by observing how the line AB (y = l) crosses the contours of 
Fig. 76. By taking different planes perpendicular to Oy, a whole 
set of vertical sections can be obtained in the plane Oxz, all sections 
being included in the general equation 

z=f(x,b) 

for different values of the parameter 6. Other systems of vertiGal 
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sections can be derived by taking a set of planes perpendicular to 
Ox (on eaeb of wMch a: has a constant value) or by taking a set of 
vertical planes through Oz and at various angles to Oa; (on each of 
which z and y vary in proportion). 

A system of sections by planes perpendicular to one or other of 
the axes shows, therefore, the related variation of two of the variables 
of the function for a given value of the third variable. Further, by 
arranging the sections of the system in order and relatmg them, we 
can even allow for the variation of the third variable. This idea of 
holding one variable constant while observing the variation of the 
other two is at least a first step in the examination of the complex 
variations of the complete function ; it lies behind most of the 
analytical and diagrammatic expedients which are described below. 

11.4 Functions of more than two variables. 

There is little difficulty in completing the extension of the function 
concept and notation to the general case where any number of 
variables is taken. An implicit function relatmg four variables 
cr, y, z and u is denoted by f{x,y, z,u) — Q and implies that one vari- 
able is a (single-valued or multi-valued) function of the other three. 
Further, to denote -it as an explicit function of three independent 
variables x, y and 2 ;, we write, in general, u=f{x, y, z). This notation 
appMes particularly, but not exclusively, to the case where the 
function is single-valued. 

More generally, a functional relation between n variables 

/(%, aig, Xs, ... a;„)=0 

gives one variable as a function of the other (^ ~ 1) variables. Or, 
if a variable y is given as an explicit function of "m 
variables X 2 ^, ... x^, then we write 

y=f{xi, X 2 , X 3 , ... a;„). 

The different variables related, or the different independent variables, 
are here conveniently represented by a single letter x with different 
suffixes. It is easy to see, in this notation, the number of the variables 
concerned. The notation should not be confused, however, with the 
practice we have sometimes adopted of adding suffixes to indicate 
particular values of one variable. 

Pure geometry as an abstract study is just as possible in four or 
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more dimensions as in two or three dimensions, and the correspond- 
ence "between the fmictions of analysis and the concepts of geometry 
persists no matter how many variables are related. But actual 
diagrammatic or graphical representations are no longer possible 
when more than three variables are involved. We should need to 
fix more than three axes intersecting at right angles and, unfor- 
tunately, the resources of concrete space are limited to three axes or 
dimensions. In the present development, therefore, we consider 
first the analysis of three-variable relations with concrete diagram- 
matic representations used as illustrations. We can then extend the 
results in a purely formal and analytical manner to the general case 
where many variables are related. Diagrammatic illustration finds 
no place in this extension, nor is it needed. Analysis, as we shall see, 
finds it httle more difficult to deal with the general case than with 
the three-variable case. 

It is sometimes convenient, however, to use certain geometrical 
terms even in the formal analysis of functions of many variables. 
The use of the terms is merely descriptive and made by analogy with 
the three-variable case. So, a set of values of n variables 

(a?!, ccg, ... 

is called a '' point in /i-dimensional space referred to n mutually 
perpendicular axes, and any relation between the variables is 
described as a " hyper-surface a " locus ’’ of a " point ’’ in n dimen- 
sions. In particular, the " hyper-surface ” representing a linear 
relation between the variables is termed a " flat ”, a concept which 
includes a straight line (two dimensions) and a plane (three dimen- 
sions) as particular and concrete cases. 

11.5 Non-measurable variables. 

It was seen (1.5 above) that many properties of scientific pheno- 
mena can be described by the measurable quantities with which our 
analysis has been concerned. There remain other properties capable 
of order without the additive character necessary for direct measure- 
ment and described by ordered but non-measurable magnitudes. 
We have yet to investigate whether, and under what conditions, 
mathematical analysis can be appHed in such cases. 

A clue to the solution of our'problem is to be found m the use of a 
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contour map of a function. As x and y vary continuously, a functioii 
z=f {x, y) increases, remains constant or decreases according to the 
way in which the variable point {x^ y) crosses the contour map of the 
function. There is no reference here to actual numerical changes in z ; 
only the order of the values of z and of the contours is needed. It is 
possible to proceed to trace actual numerical changes in ^ by examin- 
ing how close together the contours are as we cross them. But this 
second and quantitative use of the contour map is quite independent 
of the first use. It should be possible, therefore, to take a non- 
measurable magnitude as dependent on measurable variables and 
represent it by a contour map used only in the first of the ways 
described. This is the point- we must now develop. 

Suppose that the level assumed by a non-measurable magnitude 
depends uniquely on two measurable quantities x and y. As x and y 
vary, therefore, we can observe simply whether the magnitude 
increases, decreases or remains at the same level. A set of numbers z 
is now associated with the ordered set of levels of the magnitude so 
that z and the magnitude increase, decrease or remain constant 
together. Then z must be some function of x and y, z =f{x^ y), a 
function which is, however, by no means unique. The magnitude 
can be represented just as well by any other variable number or 
function which changes always in the same direction as z^f{x^ y) 
when X and y vary. For example, the variation of the magnitude 
might be indicated by {/(x, y)Y, by or by logf{x, y). In 

general, the dependence of the magnitude on the variables x and y 
can be expressed : 

l=F{z) where z=f(x,y), 
i.e. ^=^F{f{x,y)}, 

Here, z=f{x, y) denotes any one variable number which indicates the 
variation of the magnitude and $ then denotes any other variable 
number, or the whole class of possible variable numbers, indicating 
the magnitude’s variation, F{z) is any function restricted only by 
the fact that F'{z) must be positive, so that I and z move always in 
the same direction. 

In diagrammatic terms, the variable magnitude is shown by the 
height above Oxy of any one of a large number of surfaces. The 
points on the different surfaces for a given pair of values of x and 
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y are at all kinds of heights, but they move up and down together as 
X and 2 / vary. In particular, if x and y vary so that the height of one 
surface is unaltered, then the same is true of aU surfaces. The 
different surfaces have one feature in common ; they all have 
identicahy the same contour map. The values of ^ attached to the 
contours of the map change according to the choice of the function J’, 
but this affects in no way the form and order of the curves of the 
map. Since is constant if z is, the equation of the contour 

map can be written, in a form quite independent of F, as 

/(a?, 2 /) = constant. 

For example, the same non-measurable magnitude can be shown by 
z=x^ + y^^ z = {x^ + y^)^, = or z=log{x^ + y^) 

and the contour map of each function is the same system of circles 

x^ + y^=: constant 

shown in Fig. 76. The value of z attached to the various circles 
changes from one function to another but that is all. 

The dependence of a given non-measurable magnitude on two 
variable quantities x and y is described by the function F{ f{x^ y)}, 
where /(rr, y) is any one form of the dependence and where F is any 
monotonic increasing function. The dependence can be represented, 
without ambiguity, by a system of curves in the plane Oxy defined 
by the relation /(ir, 2 /) = constant. As x and y vary, the path of the 
point (x, y) across the curve system tells us whether the magnitude 
increases, decreases or remains constant, and the curve system must 
be used only in this non-quantitative sense. It follows that mathe- 
matical analysis can be applied, subject to the limitations indicated, 
in problems concerned with non-measurable magnitudes. The 
development given here can be extended, of course, to cases where 
the magnitude depends on more than two measurable quantities. 

11.6 Systems of equations. 

It has been shown (2.9 above) that two equations provide, in 
general, a determinate solution for two variables. This result can 
now be taken up and generalised. . If one relation 

/i(s, J/) = 0 

is given between two variables x and y, there is an indefinitely large 
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.niunber of pairs of values of x and y possible and the solution of the 
equation for x and. y is said to: be indeterminate If two relations 

fii^,y)=0 and /sCar, f) = 0 

are given, there is, in general, only a finite number of possible pairs 
of values of x and y and the solution of the equations is then deter- 
minate '’.'^"^he solution may be unique (as in the case of two linear, 
equations) or it may be multiple (as .in the case of a linear and a 
quadratic equation). If we are given three relations 
fi{x,y)=0, Mx,y)==0 and Mx,y)^0 
then the first tw^o equations give a determinate set of solutions for 
a; and y and these do not, in general, also satisfy the third equation. 
There is, in fact, no solution consistent with the three equations. 
The same result holds, a fortiori, if more than three relations between 
the variables are given. In diagrammatic terms, one equation is 
shown by a curve in the plane Oxy and the co-ordinates of any one of 
the infinite number of points on the curve satisfy the equation. Two 
equations are represented by a pair of curves which intersect, in 
general, in only a finite and determinate number of points. The 
co-ordinates of any point of intersection provide a solution of the 
equations. Three equations are represented by three curves and, 
since there is in general no single point lying on aU curves, the 
equations have no solution. 

Very similar results hold of a system of equations in three variables.xy* ' 
If the number of equations is less than three, an infinite number of 
sets of values of the variables is possible and the solution of the 
equations is indeterminate. If there are three equations, the number 
of sets of values of the variables is finite (unique or multiple) and the 
solution of the equations is determinate. If there are more than 
three equations, then the solutions of any three of them do not, in 
general, satisfy the others and the equations have no consistent 
solution. These solutions are supported by considering the tlir^e 
dimensional surfaces which represent the equations. 

A general result is now evident. A system of equations is given 
between n variables. Then : 

(1) If there are less than n equations, the system is indeterminate 
in the sense that an infinite number of sets of values of the variables 
is possible. 
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(2) If there are exactly n equations, the s^^stem is determinate in 
the sense that only a finite number of sets of values of the variables 
is possible, the solutions of the equations. 

(3) If there are more than n equations, there is no one set of values 
of the variables consistent with all equations. . 

One restriction on the generality of these results must be noticed. 
It is essential that the equations of the system should be mutually 
consistent with each other and independent of each other. In fact, 
it is not permissible to include an equation in the system either 
if it cannot hold if one of the others does or if it automatically holds 
if the others do. For example, the equation 2x + 2y - 4z — ^ cannot 
be included in the same system as x+y - ] they are not 

consistent. Nor can the equation 2x + 2y - 4^ = 6 be included with 
a; + 2 / - 225 = 3 ; they are not independent equations and the one tells 
us no more about the variables than the other. Hence, before the 
solution of a system of equations can be examined, we must see 
whether the system is mutually consistent and independent. It 
often happens, for example, that the number of equations in a given 
system is one more than the number of variables, so that it would 
appear that no solution exists. On examination, however, it is found 
that one of the equations is derivable from (i.e. not independent of) 
the others. When this equation is discarded from the system, the 
number of equations equals the number of variables and the system 
is determinate.* 

The solution of a system of equations can also be approached from 
a different angle. One equation between n variables determines one 
variable as a function (not necessarily single-valued) of the other 

- 1) ; two equations determine two variables as functions of the 
other (?^~2) ; and so on. In general, if there are m equations in 
n variables {m<n), any m of the variables can be determined as 
functions of the other {n-m). Then, if further equations between 
the variables are found, the m selected variables can be eliminated 
by the substitution of the functions already obtained, and the new 
forms of the equations involve only (n-m) variables. Thus each 

* This case often arises in the analysis of economic equilibrium. See, for 
example, Pareto, Manuel d'economie politique (2nd Ed. 1927), pp. 591-3 and 
pp. 610-5; Bowley, The Mathematical Groundwork of Economics (1924:) y 
pp. 20:2 and p. 51. 
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equation of a system can be used to determine and eliminate one of 
the variables in terms of the others. As long as the. number of 
equations is less than the number of variablesj there remain some 
variables which cannot be determined and eliminated and to which 
values can be allotted at will. The equations are indeterminate. 
But when the number of equations and variables is equal, we can 
eliminate the variables one by one until a single equation in one 
variable is left to complete a determinate solution. For example, 
x + y + z + u -1=0 and 2x -y -2z-i-u + l=0 
are two equations from which we find 

z=l{2-{>x-2y) and ti=l{l - 4tx -y). 

If, now, a third equation is given 

x^ + y^ + z^ +u^ = Z5, 

we have on substitution an equation in the variables x and y only : 

4 - 2xy -f ly^ - 2x - 5^ - 15 = 0. 

From the system of three equations, two have been used to eliminate 
two variables and the other gives an equation in the remaining 
variables, 

11,7 Functions of several variables in economic theory. 

It is clear that functions of many variables must play an important 
part in any precise and general interpretation of economic pheno- 
mena. This fact has been implicitly recognised already when we 
found that functions of one variable could only he applied when the 
problems were simplified and abstraction made of the inter-relations 
of the many variable quantities involved. We are now in a position 
to reconsider the problems in a more general light. 

To generahse the problem of demand, we suppose that n consumers’ 
goods X 3 , ... Xn are sold at uniform prices p^, Pq, Pn 

on a competitive market consisting of a fixed number of consumers 
with given tastes and incomes. Then the amount x^ of any one good 
demanded by the market is uniquely dependent on the prices of 
all the goods on the market. We can thus write 

as the demand function for the good X^, a function which, for con- 
venience, can be assumed continuous in aU the variables. 
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The inimber of the variables overcrowds our picture of market 
demand. It is possible, however, to select a few of the prices accord- 
ing to the particular aspect of the problem considered and to assume 
that all the other prices are fixed, ^n particular, we can study the 
inter-relations of the demands for two goods and X^hj assuming 
that the prices of all other goods are fixed. Then 
= and = P2) 

are the demand functions, each dependent on the two variable 
prices. Each function can be shown as a demand surface with heights 
above the horizontal plane Opip 2 representing the varying demand 
for the good. The vertical sections of such a surface are particularly 
interesting. The section of the surface ^i = (f>i{pi, P2) by any plane 
perpendicular to 0p2 (on which p2 has a fixed value) is an ordinary 
demand curve showing the variation of % as p^ varies. There is one 
such demand curve for each fixed price Pq of the other good and the 
whole system of demand curves shows the way in which demand 
shifts as the price p2 is changed. All these demand curves are down- 
ward sloping in the normal case. The section of the surface by a 
plane perpendicular to Opi is a curve showing the variation of as 
P2 varies for a given value of At any point where this section is 
upward sloping, a rise in the price of Xg results in a rise in the demand 
for Xi and the goods can be called competitive ”, at least in a rough 
sense. If the section is downward sloping, the converse holds and 
the goods can be called complementary ” at the prices concerned. 

It is often convenient to assume, as an approximation for certain 
ranges of the prices, that the demand functions are of definite types. 
The following are examples of demand functions of relatively simple 
type in the case of two related goods : 

( 1 ) 


( 2 ) 


% 


Pi + <hi 

( 3 ) 

(4) 






1 ^ 2 +“22 
^2 = ®2i^l““252~“®' 




X2 =P2 


- 02 % yjCC2iri+fif8 




In the normal case of demand, the constants and agg, as -well as 
% and cjg, can be taken as positive. But the constants and can 
be of either sign. The goods are “ competitive ” if they are both 
positive and “ complementary ” if they are both negative. It can 
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be noticed that the demand fonctions (3) and (4) _ become linear if 
the demands and either both or one of the prices are taken on 
logarithmic scales.' 

A slightly different presentation can be given to show the demand 
of an individual consumer instead of that of the whole market. If a 
consumer has given tastes, his demand for a good Xr is a fimction 
of His income fi and of all the prices : 

= Pi, P2i ... Pffi). 

As a problem of particular interest, we can trace the effect on the 
demand for of changes in income and in the price of Xj.,. If all 
other prices are taken as fixed, we have a demand surface 

Pr)i 

showing the demands for for various incomes and prices. The 
section of the surface by a plane perpendicular to Op, is an ordinary 
demand curve for a fixed income level. As the income level is 
changed, the section shifts in position. We can thus observe the 
shiftmg of demand consequent upon the variation of individual 
income. On the other hand, if the price of the good is fixed, the 
variation of demand as income increases is shovm by the section of 
the surface by a plane perpendicular to the axis Op^. 

A generalised cost problem provides a second example of the use 
of functions of several variables. If a firm produces different goods 
or different qualities of the same kind of good, and if the technique 
of production and the supply conditions of the factors of production 
are given, then definite amounts of the various goods can be obtained 
at a determinate mioimal total cost : 

n=F{Xi, X2, 

where xq, X 2 , x^, ... are the amounts of the goods X^, Xg, Xg, ... X^ 
produced. If only two goods X and Y are produced, the cost 
function II=F{x, y) can be represented by a cost surface with heights 
above the horizontal plane Oxy showing the costs of producing 
various combinations of outputs. The vertical sections of the 
surface represent the cost of produciug a variable output of one good 
in conjxmction with a fixed output of the other good. A particular 
form of the joint cost function, such as 

-f Sfey + 6?/^ + 2gx + 2/y + c, 
can be assumed for convenience in certain cases. 
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The transformation ^functions of 5.6 above can also be generalised 
in an obvious way. The technique of production and the pro- 
ductive resources of a given firm or country are fixed. Then, if 
•'* * ccn are the amounts of various goods Xg, Xg, ... 
that can be produced in a given year, or the incomes obtainable 
in a series of years, there must be some relation between these 
variables; 

^ 3 . ••• = 

For, given the outputs desired of all goods but one, or the incomes 
desired in all years but one, then technical considerations determine 
the amount of the remaining output or income. When there are 
three goods or incomes, we have a transformation surface 

F{x,y,z)=^0 

referred to axes Ox^ Oy and Oz along which amounts of the goods or 
incomes are measured. In the normal case, we can take the surface 
as downward sloping and convex to the origin at aU points. A simple 
case of the normal type of transformation function is 

ax^-\-by^-\~cz^—dy 
where a, 6, c and d are positive constants. 

^ . 11.8 The production function and constant product curves. 

An important problem, to which only incidental reference has so 
far been made,"^' concerns the conditions under which factors of 
production are combined in the production of a given good by a firm 
industry. With given te chnical conditions of production, the 
amount of a good X produced depends uniquely on the amounts of 
the variable productive factors, Ag, A^, ... A„ used. If x is the 
amount produced when amounts ... of the factors are 

employed, we can write the production function 
x=f{a^, a^y %, ... af). 

It will be assumed, throughout the present development, that the 
factors of j)roduction are cdifGnubS^ di'visible" and thaO pro - 
^cSroprocess is continuously variable. The production function 
is then a continuous function of continuous variables* It is to be 
noticed that our presentatioiL of the pr ob le m does not exclude th e 


* See 10.8 above. 
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possibility of the variable factors being used^^ith certain fixed factors 
oipro3ucSon7*^’"3efi^ function can be assumed in 

all cases, no matter how many factors are fixed and how many 
variable. Only the appropriate form of the function depends on 
considerations relating to the nature, the variability or otherwise, 
of the factors. 

If there are two variable factors A and B, the production function 
x=f {a ^ b) can be represented by a prodmtion surface referred to axes 
of which Oa and Ob are taken horizontally and Ox vertically. The 
method of plane sections is now of great advantage. The confeu^ 
of the produ ction surface consist of a system of curves in the plane 
Oab W'hich can be termed constant product curves and are defined by 

f{a, 6) — constant. 

One curve of the system, corresponding to a given value of the 
constant, includes* all points (a, b) representing amounts of the 
factors giving a definite product The curves f orm, a continuous 
and non-intersecting system covering the positive quadrant of the 
plane (Jah in siich a way that one, and only one, curve of the system 
passes through each point. As the amount of the factors used are 
changed in any way, the corresponding point (a, b) moves in the 
plane Oab and its path across the constant product curves determines 
the resulting variation of the product obtainable. 

The vertical section of the production surface by a plane perpen- 
dicular to Ob (on which the value of b is fixed) is a curve showing the 
variation of product as various amounts of the factor A are used with 
a given amount of the factor B, Thus 

' x=f{a, = x=f{a,b^)^<i>i{a), ... 

are the equations of the vertical sections for fixed amounts Sj, feg ••• 
of the factor B. They are different elevations ’’ of the production 
surface. A similar set of sections or '' elevations ” is obtained by 
fixing the value of a and taking planes perpendicular to Oa, A third 
set of vertical sections, corresponding to '' elevations ’ ’ of the surface 
of a different kind, can also be used to advantage. The sections are 
obtained by taking planes through Ox and at various angles to Oa 
and 06, and they show curves giving the variation of product as the 
factors are varied in proportion. Thus, if a fixed point on one of the 
sections corresponds to amounts and b^ of the factors, then any 
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other point on the section is given by a and 6 where A is a 
variable proportion. The equation of the section is 

a;=/(A%, A6i) = ^(A), 

a ifunction of the variable A (see 10.8 above). Different sections of 
the complete set are obtained by allotting different values to the 
constants and 

In the normal ” case of production, the production surface can 
be subjected to certain restrictions apart from that of continuity. 
It can be assumed, in the simplest normal ” case, that product can 
only be maintained, when less of the factor .B is used, by increasing 
the use of the factor A. Further, as the substitution of the factor 



A for the factor B proceeds, increasingly larger additions of A are 
needed to compensate (i.e. to maintain product) for a given reduction 
of B.* The constant product curves are then downward sloping and 
convex to the origin at all points of the positive quadrant of Oa&, 
i.e. they form a system of curves similar in form to that of the 
“ normal ” indifference map described in 5.7 above. 
i/In a more general normal” case, the properties assumed above 
apply only to certain ranges of employnient of the factors while, out- 
side these ranges, product is maintained only by increasing the use 

* This is the principle of increasing marginal rate of substitution ’’ (see 
13.7 below). 
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of botli factors, Tlie form of the constant product cutyc system is 
tlien that shown in Fig. 78. In the area- of Oab between the curves 
0x4 and OB, the' curves are downward sloping and convex to the 
origin ; outside tliis area, the curves turn back and slope upwards. 
Here, when one factor is used in much gre.ater proportion than the 1 1 
other, an increase in the factor’s use requires more of the other factor 1 1 
even to maintain product. 

The normal form of the vertical sections of the production surface | 
can be traced from that of the constant product curves. If a line | 
distant bi from the axis Oa is drawn in the plane Oab, the way in wMch ! 
it cuts the constant product curves shows the variation of product 



on the section perpendicular to Ob corresponding to the fixed Amount 
63 ^ of the factor B. In the simpler normal case, the line cuts higher 
and higher constant product curves from left to right, i.e. the vertical 
section rises as a increases. In the more general normal case of 
Fig. 78, the product increases as a increases at first, attains a maxi' 
mum value when a equals a certain value % (where the fine cuts the 
curve OA and touches a constant product curve) and then decreases 
SbS a increases further. " The vertical sections of the production 
surface, for fixed amounts bi, 63 , ... of the factor B, are of the 
form shown in Fig. 79. Each section has a '' peak ” product corre- 
sponding to a combination of factors shown by a point on the curve 
OA of Fig. 78. The greater the fixed amount of B used, the more 
of A do we need before we obtain the peak product and the greater 
is the peak product. The curve OA of Fig. 78 is thus of great interest ; 
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it corresponds to a “ lidgejine ” of the production surface and indi- 
cates the peak product obtainable from any given use of the factor 
The vertical sections of the production surface for fixed use of the 
factor A are similar in form and lead to the definition of the curve 
OB of Fig. 78 as another “ ridge line ” of the surface.* 

A particular production function of the simpler normal type is 

where a is a positive ffaction.f The constant product curve, for the 
given product a; is given by 

r, 

A 


i.e. 


where A' 


=( 5 )" 



and m=- 

1 — a 


are positive constants. . So 


db mA ^ 

7 ? <0 

da 


and 


da^ ^ ' 


and the constant product curves are downward sloping and convex 
to the origin at all points. In the particular case where a = | the 
curves are rectangular hyperbolas with Oa and Ob as asymptotes. 
Further, the vertical section for the fixed amount bi of the factor B is 




Since a is a positive fraction, the section rises from left to right at a 
decreasing rate and never attains a peak value. Notice that 

log X =log A+ oc log a + (1 - a) log b. 

On taking logarithmic scales for aU variables, the production surface 
becomes a plane and the constant product curves straight lines. 

A production function of the more general normal type is 

x::=2Hab-Aa^-~Bb\ 

where A\ B and H are positive constants such that > AB. It can 
be shown that the constant product curves are of the form of Fig. 78 

*The normal form of the vertical sections is described by Knight, Risk, 
Uncertainty and Profit {1921), ipp. IQO-l. 
t See^ for example, Douglas, The Theory of Wages (1934). 
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with OA and OB a& straight lines (see Examples XIII, 32). The 
vertical section for which 6 = 6^ has equation 


X 




i.e. the section is a parabola with axis vertical. The peak product 

H 

—"^7"'. is obtained when tbe amount — fe, of the factor A is used 

with the fixed amount of the factor B. It is to be noticed that a 
zero (or negative) product is obtained if theamount of the factor used 

is less than ^ {H-JH^-AB) or greater than ^ {H + JH^ -AB). 

For intermediate amounts of the factor, the product rises from zero 




B 16 2^ a o 

'100 men-hours 

Fig. 80 . 


8 16 24 a 

100 men- hours 


to a peak and then falls to zero again. Fig. 80 shows certain constant 
product curves and vertical sections when the product of wheat in 
bushels is 

a; = 2(12a6-5a2-.462), 

when 100a men-hours of labour are employed on b acres of land. It 
appears, for example; that no wheat is obtainable from 10 acres when 
less than 400 men-hours are employed and that the wheat product 
rises to a maximum of 640 bushels when 1200 men-hours are em- 
ployed. , 

11.9 The utMty function and indifference curves; 

An individual consumer has a scale of preferences for two con- 


T 


M.a. 
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siimers’ goods X and Y represented, according to the conditions of 
5.7 above, by the iiidifference map with eqiiation 

^ (a;, ^) = constant. 

Denote u — <j){x,y), 

a continuous function of two continuous variables. The original 
indifference map is then the contour map of the surface representing 
this function. The variable u takes a constant value on any one 
indifference curve and increases as we move from lower to higher 
indifference curves. Hence, as the purchases of the individual 
change, the value of u increases, remains constant or decreases 
according as the change leaves the individual better off, indifferent 
or worse off, i.e. the value of u indicates the level of preference or the 
utility of the purchases x and y to the individual consumer. 

The concept of preference or utility, however, is an ordered but 
non-measurable one and the remarks of il.5 above are of direct 
application. The function u — ^ {x, y) is only one way of indicating 
the dependence of utility on the purchases. In general, if F is 
any monotonic increasing function of then 
U=F{u)=F{<j>{x,y)} 

serves as an indicator of utility and can be termed the general index- 
functio7i of It is quite immaterial which utility function, 

e.g. u^(fy{x, y)y ti=log y), ... , is used to represent the depend- 
ence of utility, as a non-measurable magnitude, on the individual’s 
purchases. The surfaces representing the various functions, referred 
to axes of which Ou is- vertical, are Afferent but rise and fall together 
and have the same contour map/the indifference map of the indi- 
vidual as originally defined. 

The problem is generalised by assuming that the individual has 
a definite preference scale for the goods Zg, Z^, . . . Z„ appearing 
in his budget, a scale described by the indifference map 

cTg, iTg, ... = constant. 

For a given value of the constant, this relation connects aU purchases 
which are indifferent to the individual while, for increasing values of 
the constant, we move ffom one set of indifferent purchases to 
another set at a higher level of preference. If there are three goods 

* This is a translation of the term “ fonction-indice ” introduced by Pareto, 
E commie matMmatique (Encyclop6die des sciences math^matiques), p. 596. 
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■X,: F and F, the iiidifferen.ce map .is represented by.. a ay stem of' 
surfaces in Ozyzs'pme wMcli, in their normal form., fit into each other ■ 
as a^ series of shells, all downward sloping and convex to the origin. 
For more than three goods, no diagrammatic representation is 
possible, but the indifference map can be described, by analogy, as 
a system of hyper-surfaces in many-dimensionaf space. The iiidi-. 
viduaFs utility is again a non-measurable concept dependent on the 
purchases according to the general index-function of utility 
U =F{u)=F{(f>{x^, z^)}, 

where F (u) is any function such that F' (u) > 0. The particular utility 
function u = (f> {Xi, ZQ, ... is only one of many possible forms. 

A similar representation applies when we consider, not the pur- 
chases of the individual of different goods at one point of time, but 
the flow of his purchases or income over time. If z ^, ... z^ 
represent incomes in successive years according to the conditions of 
5.8 above, we have a definite indifference map 

^23 ^33 ••• i^n) = constant, 

and we can write a corresponding index-function of utility 
U = F ('2^) =F{lls{Xi, Z2^ ... Zy^)}) 

where F (u) is any monotonic increasing function. * 

As an approximate representation of a normal indifference map 
for two goods or incomes, we can sometimes take the particular form 

u — {z + a)^{y + b)^, 

where a, b, a and jS are positive constants. Any monotonic mcreasing 
function of u, for example the fimction 

u' =logu = alog{z-^a)+piQg{y + b)y 
serves equally well as an index of utility. The indifference map, 
common to all forms of this particular utility function, is shown in 
Fig. 25 in the case where a=jS = l and a=2, 6 = 1. It is seen to be 
of normal form. A rather different utility function 

u — ax + by + o^zy 

also corresponds to a normal case of an indifference map for two 
goods or incomes. Any monotonic increasing function of u, such 

^'=e« 

serves equally well as an index of utility. The corresponding 
indifference map is shown in Fig. 26 in the case where a=6 = l 
andc=V2. 
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EXAMPLES XI 
Functions of two or more variables 

1. Express the function 2 := — in implicit form and show that each 

x-\>y 

variable is a single-valued function of the other two of the same form in each 
case. Deduce that the sections of the surface representing the function by 
planes perpendicular to an axis are rectangular hyperbolas. In what sense is 
this a symmetrical function? 

2. Illustrate graphically the form of the contours, and of the other sections, 
of the surface 2 = 

3. Show that the sections of the surface — Z by planes perpen- 

dicular to an axis are parallel straight lines and deduce that the surface is a 
plane. Locate the points where the plane cuts the axes. Generalise to show 
that ax-{-hy + cz-\-d = (i is always the equation of a plane. 

4. Examine the sections of the surface x^-^y^ + z^=^a^ and show that it is 
a sphere of radius a. 

5. Show that r® + 2 /® - 2 : 2 =: 0 is the equation of a circular cone with its axis 
along Oz, 

6. Show that the contours of the surface x^-\-y^^z'^ -2xz-2yz = (^ form 
a system of circles and deduce that the surface is a cone. 

7. By a geometrical construction, show that ^ ^ is the 

mid-point between two given points (iCj, y^, zj and {x^, y^, z^) referred to 
rectangular axes in space. Show that the mid-point between any two points 
ona7 + 2 / + i 2 +l = Ois also in the surface and deduce that this is the equation 
of a plane. 


8. If (a?!, 2 : 1 ) and {x^^ y^, zf) are two given points referred to rectangular 

axes in space, show that the distance between the points is 

•y (*1 - + (Zi - 

Deduce that the equation of a sphere with centre (a, 6, c) and radius r is 
(a; - a) 2 -1- (2/ ~ 6 )^ + (2 - c)^ = 

9. Show that any point on the surface a;® 2 /^ -f - 22? = 0 is such that its 
distance from 0 is twice its distance from Oxy, 


10. By examining the sections of the surface by various planes, show that 
2 ; = ^ 2 /® is a surface obtained by revolving the parabola z = x^ about the axis 

Oz in the plane Oxz, 


11. Show that z=f(x^ + y*) is a surface obtained by revolving the curve 
z ~fix^) about the axis Oz in the plane Oxz. Illustrate by considering the 

surfaces 2 ; = 01*4*2/®, ^ = + 2 /®)' 


12. If 25 = 


0 ;* 

07 - 2 / 


, show that 25-5- 4 00 as x-^a and y ->a, where a is any constant. 


Deduce that the surface represented by the equation has “ infinities ” at all 
points above the line x-y^O in the plane Oxy, Check from the vertical 
sections of the surface. 


'mmmmm of two or more yariables 
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13. Show that, each section o,f the surface by plan® 

perpendicular to Oy has a single maximum point and that the sections, are 
the same curve translated varying distances paralel to Ox.- 

: 14. Show that, for each of the functions 

z — 2i = */£r®- V® aiid s = — , 

the value of z changes from zto 'hz when the values of x and y are changed in 
proposition from x to Aa? and from y to Ay. Deduce that the surface repre- 
senting any of these functions has a straight' line section by a vertical plane 
through 0 and a given point on the surface. 

15. For any of the functions of the previous example, show that 2 =£e^(f), 

•W 

where r=— , and that z = yth(s)f where 5 =—. 

X y 

16. If <j>ix) and ^(y) are two functions of single variables, show that the 
sections of the surface z—(j>{x) + ^(y) by planes perpendicular to Ox or Oy are 
of the same shape but variable height, and that similar sections of the surface 

<j>{x)i(s(y) consist of a curve “ stretched ” or “ contracted ” by a variable 
amount in the direction Oz, 

17. In what sense can it be said that the function u — x^-hy^-rz^ lias con- 
tours consisting of a set of concentric spheres in Oxyz space? 

18. Show that a; + y + 2 :=l, ir + 3y-2 = 3 and 2x-y-hz = l have a unique 
solution in x, y and z. Illustrate by drawing the planes which represent these 
equations. 

19. Have the equations rc + 2y - 2 : = 1, 2a; - y + 2 = 3 and a; -f- 7y - 42; = 0 any 
solution? Verify that one equation can be deduced from the other two, 
i.e. that the equations are not independent. 

20. Eliminate z and u from the equations 

2xy + 2 ; - + 1 = 0, x^-{-y^-2z-{-u=2 and + 1 = 0 

and obtain an equation in x and y only. 


Economic functions and surfaces 

21. If &z is the present value of £y available x years hence, interest being 
reckoned continuously at lOOr per cent., show that 2 : = ye~’‘®. Show that the 
contours of the surface 2 ; = ye'~^*’, for a given value of r, form a system of 
discount curves. What are the vertical sections ? 

22. The demand for tea is a;, = 40 “ and for cofree 10 — thousand lbs. 

Pi ^ Pi 

per week, where and are the respective prices of tea and cofiee in pence 
per lb. At what relative prices of tea and cofree are the demands equal? 
Draw a graph to show the shifts of the demand curve for tea when the price 
of cofree increases from 2s. to 2s. 6d, and to 3s. per ib. 


v4. 


43. Show that a;. = a, — and a;. e3^2 are two simple examples of a demand 

Pi Pi 

law for a good in competition with a good and that 

a, , a, 

X =z — — and x.=~^e-Ps 

P1P2 Pi 

are corresponding laws when and Xj are complementary. 
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The demands and of a consumer for two goods at market prices 

p, and are related by the condition where the a’s and 

the 6’s are constants. If is the consumer’s income, find the 

demands as functions of fi, Px and p^. If the prices are fixed, show that each 
demand is a linear function of 


25. It is known that a?=^a«6^“« is the product (in bushels) of wheat when 
l OOa men-hours of labour are employed on b acres of land. Find the constants 
A and a, given that 1500 bushels can be obtained from 100 acres when 10,000 
men-hours of labour are employed and that 2120 bushels can be obtained from 
the same area when 20,000 men-hours of labour are employed. Draw a graph 
of the variation of * product as varying amoimts of labour are applied to 100 
acres. What is the product when 20,000 men-hours of labour are employed 
on 150 acres? 

n/ 

26. The production function is x = Aa<^b^, where A, a and are constants. 
If the factors are increased in proportion, show that the product increases in 
greater or less proportion according as (a + jS) is greater or less than unity. 
How is this property shown on a vertical section of the production surface 
through 0 and a given point on the surface? What is the special property of 
the case a = 1 - ? 

27. The following data are taken from Douglas, The Theory of Wa^es: 

Manufacturing Industries, U.S.A., 1900-20. 

07 = Day’s index of physical volume of manufactures (1899 = 100). 
a = Average number of wage-earners in manufacture (1899= 100). 

6 = Volume of fixed capital in manufacture (1899= 100). 


Year 

X 

a 

6 

Year 

X 

a 

6 

Year 

X 

a 

6 

1900 

101 

105 

107 

1907 

151 

138 

176 

1914 

169 

149 

244 

01 

112 

110 

114 

08 

126 

121 

185 

15 

189 

154 

266 

02 

122 

118 

122 

09 

155 

140 

198 

16 

225 

182 

298 

03 

124 

123 

131 

10 

159 

144 

208 

17 

227 

196 

335 

04 

122 

116 

138 

11 

153 

145 

216 

18 

223 

200 

366 

05 

143 

125 

149 

12 

177 

152 

226 

1? 

218 

193 

387 

06 

152 

133 

163 

13 

184 

154 

236 

20 

231 

193 

407 


^ i' ' 

Find the value of x given each year by the production function x = a^b^ and 
express as a percentage of the actual value of x. Show that the deviation 
never exceeds 10 per cent, and find the average percentage deviation (neglect- 
ing signs). Plot a graph on a logarithmic scale of the variation of the actual 
and estimated values of x over the whole period. 

12a6 — 5a^ ~ 46® 

28. It is given that a; = 40 t bushels of wheat are obtained 

® a + 6 

when 100a men-hours of labour are employed on 6 acres of land. If 10 acres 
are cultivated, draw a graph to show the variation of product as a varies. 
Show that the greatest product is obtained from this area when approximately 
1050 men-hours of labour are employed. 
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29. Coiisifler ’i^erticai sections, of the production,. surface , ^ 

_2Eab--Aa^--Bh^ 

Ca^Db 

and, show that a proportional increase in the factoid ‘results in an equal, pro- 
portional increase in product. 

V”"^0. Show that the, production surfaces 

x=2Hab - Aa^ - Bh^ and x= *^2Hab ~ Aa^ - Bb"^ 

,!iave constant product curves of identical form but that the variati.on of 
product from one curve to another is different. How does product increase 
hi tl'ie two cases a,:3 the factors are varied in proportion from any combination? 

v/ 31 . If ct and b are positive constants, show that the utility .function 

u~{x-a)^+{y--h)^ 

gives an indifference map of normal form for purchases x and y in the '.ranges 
6 O^y^b, the ciiri^es being arcs of concentric circles. 


v. 


'32. Examine the utility function ii = 


■ V y + b 


, w’here a, b and c are positive 


constants, and show’ that the mdiiference map is a set of parabolic arcs and 
of normal form for certain ranges of values of the purchases x ai^ y. 



CHAPTER XII 

PARTIAL DERIVATIVES AND THEIR APPLICATIONS 


12.1 Paxtial derivatives of functions of two variables. 

In* a function of two variables z=f{x, y), the two variables x and y 
can be varied in any way quite independently of each other. In 
particular, one of the variables can be allotted a fixed value and the 
other allowed to vary. The function, in such a case, reduces to a 
function of a single variable only. Two functions can be obtained 
in this way, 2 : as a function of x only {y fixed) and 2 ; as a function 
of y only {x fixed). The derivative of each of these functions can be 
defined at any point and evaluated according to the familiar tech- 
nique. The derivatives so obtained are called the partial deriva- 
tives ” of the function z=:f{x, 2 /), the term partial ’’ implying that 
they are defined only for very special variations of the independent 
variables. One partial derivative follows when x is varied and y kept 
constant, the other when y is varied and x kept constant. 

If the function z=f{x, y) is single-valued, its partial derivative 
with respect to x at the point {x, y) is the hmiting value of the ratio 
/(a; + ^, y) -f jx, y) ' 


h 


■ as the arbitrary increment h tends to zero and the 


dz d 

partial derivative is written either as ™ = — f{x, y), or as zj {x, y). 

vie OX 

The notations are similar to those for ordinary derivatives. But, to 
indicate that we have thjd partial derivative with respect to x (i.e. that 
the other variable y is regarded as fixed), we use the symbol d ’’ 
instead of the previous “ c? ” in the first notation and add a suffix a; 
in the second notation. An exactly similar definition and notation 
can be given for the other partial derivative. Hence : 

Definition* : The partial derivative of z —f{x, y) with respect to x 
at the point (x, y) is 
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and the partial derivative with respect toy the same point is 
9 




^ T.im y'^ . 

h 


It is sometimes convenieiit to use slightly different notations. For 

examplOj ■— and can be used instead of and Further, when 
ox ay dx ay 

no ambiguity is likely to arise, it is possible to use/a. and as simple 

notations for the two partial derivatives. 

The meaning of partial derivatives is most clearly seen when they 

are interpreted in diagrammatic terms. In Fig. 81 , P is the point on 



the surface z =f{x, y) defined by the values x and y of the independent 
variables. Two vertical sections of the surface can be drawn through 
P, one perpendicular to Oy and the other perpendicular to Ox. The 
former is the curve on the surface passing through P in the W.E. 
direction and showing the variation of 25 as x varies. On this section, 
the value of y retains throughout the constant value allotted initialy 
at P. The tangent PTg, to the section at P has gradient measured 
by the derivative of 2; as a function of x {y constant), i.e. by the 

partial derivative evaluated at (x, y). Hence, — is to be interpreted 

as tiie gradient of the W.E. section of the surface at P or, more 
shortly, as the W.E. gradient of the surface at P. In the same way, 
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Bz 

tlie value of — at {x, y) measures the gradient of PTy, the tangent 

oy 

at P to the vertical section of the surface perpendicular to Ox, i.e. the 
S,N. gradient of the surface at P. Hence : 


Bz Bz 

The partial derivatives — and — measure the gradients of the 

Bx By 

surface z=f{x, y) in two perpendicular directions at the point P 
defined by {x, y), the directions in the planes perpendicular to Oy 
and Ox respectively. 

It is to be noticed that we have not yet obtained a measure of the 
gradient of the surface in any other direction. 

The remarks (6.2 above) on the meaning of an ordinary derivative 
apply, with obvious modifications, to partial derivatives. One 

Bz 

additional pomt, however, must be stressed. The value of ^ at a 

point {x, y) depends, not only on the value of x from which we start 
in the limiting variation defining the partial derivative, but also on 
the value of y which is kept constant during the limiting process. 
The partial derivative, as the W.E. gradient of the surface z—f{x, y) 
at the point P, varies in value when the point P is moved in any way, 
i.e. when either or both of the variables x and y are varied. Similar 

Bz 

remarks apply to the partial derivative — . Hence, the value of each 

partial derivative at a point (x, y) is a function of both x and y. To 
stress this point, we can refer to the partial derived functio7is and use 
the particularly appropriate notations /a,' (a;, y) 8bndfy{x, y). 

No essentially new idea is involved in the definition of the partial 
derivatives and they can be evaluated exactly as ordinary deriva- 
tives. The variable other than the one directly concerned must, of 
course, be treated as a constant in the actual process of derivation. 
In particular, the rules for finding the partial derivatives of composite 
functions are similar to those for derivatives. The modified form of 
the function of a function rule, however, merits separate notice. It 
can be expressed : 

If 2 : is a single-valued function of u where u is a single-valued 
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function of x and theii 2 is a function of x and |/ witL. the partial 
derivatives 

dz dz du dz __ dz du 

dx dti dx dy du By 

In particular, if u is any single-valued function of x and y, we have 


d - du 

dx dx dx 


d du d , 1 du 

and — log 2 i=- 


dx dx ^ u dx 

and similar forms for the partial derivatives with respect to y. 

The practical technique of partial derivation is fully illustrated by 
the following examples : 

Ex. 1. ^(2a:-3y + l)=2; ^(2a;-3y + l)= -3. 

Ex. 2. ^{x^ + 2zy-y^)=^2{x+y) ; + 2xy -f) =2{x -y). 

Ex. 3. For any fixed values of the coefficients <x, 6, c, , 

d d 

■^{ax + by^c)=a; ^{ax + by-i-c)=^b ; 

d 

^{ax^-^21ixy-^by'^ + 2gx+2fy-^c)^2{ax^}iy-{-g) ; 


Ex. 4. 


[ax^ + 21ixy + by’^ + 2gx -f 2/y + c) = 2 Qix + by+f), 
.2 \ 1 


, |(a; - y + 1) ^{x^) - a:^ ^(a: - y + 1}| 


_a 

dy 

d / x 

dx\x-y + lJ' (a:-y + l)® 

_2a:(a: -y + 1 ) -x^ _x(x-2y -^2) _ 
(x-y + lf ~ {x-y + Vf ’ 

■3? d 
{x-y + lfdy 


d f \ 



dy\x -y-{- V 

dy\x “ 

-y + lJ 


(x-y + l) 


Ex. 5. 


(a:-y + l)3. 

^ (x^ + y^)^ = 4oX {x^ -hy^); {x^ 4- y^)^ = 4y + y^) . 

ox oy 

^ = 2xe^^+y^ : — e^“+2/® = 

dx dy 


iz^og{x^+y^)=J^^-, 


Ex. 6. 


dx 

d 


d 


|log{a.= +y^)=^?^, 


- ix^ey) = ; ~ ix^e^) —x^e^, 

dx^ dy^ 
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Ex. 7. H z 




x + y 


then 


So 


i.e. 


x-y 

log 2 = 2 log X + 1 log (a; + «/) - i log (x-y). 
1^^2 I I 1 1 2x^-xy-2y^ 

zdx X ^x^i-y 2x-y x{x^-y^) 
dz x(2x^ -xy -2y^} 


■Similarly 
Ex. 8. 


dx 

dz 


J{x+y){x-yf 

xs 


‘J{x+y){x~yY 

Jlie definition of the partial of a function of two 

■v arables ^ ==/(a3, similar to that of the elasticity of a fraction of one 

varabie : 

Ez xdz dQjogz) Ez ydz d(log 2 ;) 

anci “ 

Ey 


and 


Ex zdx 0(loga;) Ey zdy 9 (logy) 

So, if z ==x°-y^, where a and P are constants, then 
log 2 = a log 53 log y 
Ez , Ez 


Ex 


and 


Ey 


=P, 


12.2 Partial derivatives of the second and higher orders. 

The two partial derivatives of a function z=f{x^ y) are themselves 
functions of x and y. The partial derivation process can thus be 
repeated and we obtain two partial derivatives from each of the 
partial derivatives of z, i.e. four second-order partial derivatives of the 
original function 2 . By an extension of the notation, we can write 
the new second-order partial derivatives as 


dx^ dx \dx)^ dydx~~dy\dx)' dxdy 9a3 \9y/ 9y^ dy\dy) 

Alternatively, if fj{x, y) andfy'ix, y) denote the (first-order) partial 
dertvatives, the second-order partial derivatives appear as 
y) ; fyx{^, y) ; y) and /” (x, y) 

or, more shortly, as 


fxx 5 fyx ? fxy and, fyy 

The order of the suffixes indicates the order in which the partial 

d^z 

is the 


derivations are carried out. Thus, 
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second-order partial deri¥ative obtained by partial deriTation first ' 

with respect to a: and then with respect to y. 

It is, to be noticed that tbe two "" cross partial derdvatives 

3^21 ' - d^z ' . , 

dy^ and g---" are quite ^distinct in meaning and there is no a priori 

.. reason to assume that they have the same value at any point. A 
result can be established, however, stating that the two ^^cross 
partial derivatives are identical in value, provided that certain con- 
ditions relating to the continuity of the function are satisfied.* 
This result, known as Young’s Theorem,- will not be proved' here, but 
it is verified below in the cases of two particular functions. It is, in 
fact, safe to assume that, for any ordinary continuouB function, the 
order of partial derivation is immaterial : 


3% 


3% 


dy dx dx dy 

The following examples illustrate : 

x{x -2y + 2) 


Ex. 1 . FromJ-r 


0x \x-y-b 1. 
1 


(x-y-i^l)^ 


, we derive 


3^ / 

dx^ \x-y + lJ (x-y + l)^ 


x{{2x-2y + 2) {x-y + Vf -x{x-2y^-2)2{x-y+l)}^ 


{x-y^lf 


:{ ^ 

)\x-y + lj 


1 


dy dx\x -y + IJ (x ~y + 1)^ 

X {{ -2x){x -y + l)^+x{x -2y + 2)2{x -y + l)}~- 

If- 


2x(y-l) 
(x-y + lf' 


Erom 


32 / 


dy\x-y 


x^ \ 


{x~y + lf' 


we derive 


Wy \r^l) = ~ ^ ^ 


(a:-2/ + l) * 02/ (.(a;-2/ + l)^} 


My-i) 
'{x-y + ir 


dy^\x-y + 


2z^ 


(x -y + 1)® 


* See Couraut. Differential and Integral Calmlm, Vol. II (1936), pp. 55-7. 
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Ex. 2. Since log {x^ -f y-) = 


2x 

x^ ~ty~ 


and 


2y 


we have 


^2 log (05® +2/^) 
d" 


2 {x^ + y^) - 4iX^ 

{x^+y^}^ 

i 2^U 


{x^+y^f ' 
4rxy 


By dx t + 2/")' / 


, 2)2 > 


a* ay I (*2 + y2)2 J (a;2 + J,2)2 - 


82 


ay' 


_2log{a:2+y2) ^ 


2 (x^ + 2/2) - 4y^ 
{x^-y^f 


2{x^ - 2/^) 
{x^+y^f* 


Ex. 3.” The partial derivatives of a function ^ {x, y) are <l>^ and <f>y. It 
is given that the partial derivatives of the ratio of <f>^ to j>y, considered as 
a function of a; and y, are respectively negative and positive : 

dX \< j > y ) 


<0 and ™ 

dy\<t>y/ 


> 0 . 


It is requhed to express these inequalities in terms of the first and 
second-order partial derivatives of ^{x, y),'^ We have 

— ( ^ (a ^ fk —A 4^y4^scx ~~ ^x^xy 

^^[ A )~' A 2\ ry ::: i ^9 x rx ^^ Yy )- ^2 ’ 


dx \^yJ ^ y ‘ 


dy\<f>yJ •j>, 


' dx 
d 




<l>y^ 
4^x^yy 


The inequahties are, therefore, equivalent to the forms 

4*y4^xx “ ^x^y ^ ^ ^x^yy “ ^y^xy 

Each of the four second-order partial derivatives is a function of 
X and y and, by a further partial derivation process, we obtain eight 
partial derivatives of the third order. We can then proceed to 
partial derivatives of the fourth and higher orders. The notations 
we have given clearly extend to partial derivatives of order higher 
than the second. Young’s Theorem can also be extended to show 
that the order of partial derivation is immaterial in a partial deriva- 
tive of any order whatever. Partial derivatives of the third and 
higher orders are, however, of httle practical use and we shall seldom 
have need of them in the present development. 


* Til© problem is taken from Pareto, Manuel d^economie politique (2nd Ed. 
1927), p- 575, where the mathematical steps given here are omitted. The 
function <j> {x y) is a utility function of an individual for two goods X and F. 
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12.3 Tlie signs of partial deriTatives. 

The definition of partial derivatives shows that ^ and ~ must 

ax dy 

measure the rates of change of the function z=f{x, y) as x varies 
{y constant) and as y varies (x constant) from, the point (x, y),.. 
Further j as we have seen, these partial derivatives measure the 
gradients of the surface z=f{x, y) in two perpendicular directions. 
The meaning of the signs assumed by the partial derivatives is now 
clear. We have, for the partial derivative with respect to x : 

dz 

(1) If point (a, 6), then the function z-=zf{x^y) 

increases as x increases from the value a {y remaining equal 
to the value b) and the surface z =/(x, y) rises from W. to E. 
at the point where x=a and ^ = 6. 

dz 

(2) If — < 0 at the point (a, b), then the function decreases and 

the surface falls in the direction named above. 


dz 

The sign of — at the point {a, h) is to be interpreted in a similar way 

and refers to the variation of y from the value b {x remaining equal 
to the value a) and to the path on the surface through the point 
where x=a and y = b in the S.N. direction. The signs of the partial 
derivatives thus determine, at various points, the increasing or 
decreasing nature of the function, the rising or falling nature of the 
surface, in two particular and important directions. There remain, 
for later detailed consideration (14.1 below), the cases where one or 
both partial derivatives assume zero values. 

The values of the two ''direct” second-order partial derivatives 
oi z=f{x, y) have also quite simple interpretations. The partial 

derivative measures the rate of change of ^ as x increases from 
dx^ ^ dx 

the point in question {y remaining constant), i.e. it measures the 

^'acceleration” of the function z=f{x,y) as x increases and y 

dh 

remains constant. In diagrammatic terms, — measures the rate 
of change of the W.E. gradient of the surface z=f{x, y) as we move 
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from the point concerned in the same W.E. direction, i,e. it deter- 
mines the curvature of the surface in the W.E. direction. So : 

(i)lf ^-^>0 at the point then the function z=f{x,‘y) 

changes at an increasing rate as x increases Jhom the value a 
{y remaining equal to 6) and the surface z=f{z, y) is convex 
from below in the W.E. direction at the point (a, 6). 


(2) If ^<0 at the point (a, 6), then the function changes at a 

decreasing rate and the surface is concave from below in the 
direction named above. 

dH 

The interpretation of the value and sign of ^ is exactly similar. 

It is more difficult to interpret the value of the cross ’’ second- 

d^z 

order partial derivative. The value of — — at any point measures 


dz 


both the rate of change of ^ as increases {x remaining constant) 

ooc 

dz 

and the rate of change of — as cc mcreases {y remaining constant). 

In diagrammatic terms, the value indicates the way in which the 
W.E. gradient of the surface z=f{x, y) changes as we move in the 
S.N. direction, and the way in which the S.N. gradient changes as 

d^z 

we move in the W.E. direction. So, if is positive at a point P 

on the surface, the W.E. gradient increases as we move N. from P 
and the S.N. gradient of the surface increases as we move E. from P. 
It is difficult to visualise this state of affairs. For example, if the 
surface rises to the right and falls to the left as we look N. from P, 

dH 

then the positive sign of — g - implies that the surface tends to rise 

more rapidly to the right and to fall more steeply to the left as we 
actually move N. from P. The S.N. path on the surface through P 
moves on an increasingly precipitous incline to right and left. The 

dH 

opposite result holds if is negative at P. These properties of 

the surface are quite different from, and independent of, the separate 
curvatures of the surface in the W.E. and S.N. directions. 
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One important point must be str^ed at tliis stage. Tlie vaiioiis' 
partial deriYatives of a ftmction ser^e to indicate the rising and 
faffing nature and the cnrYatnre of the 'surface representing ; the 
function — but only in two particular directions, the fiindamental ’’ 
directions in planes perpendicular to Ox and Of . Nothing is said 
about the other directions on the surface, directions in which both z 

d^z d^z 

and y vary. For example, the fact that both — and ^ are positive 

at a point P on the surface z=f{x, y) implies that the surface is 
convex from below in the W.E. direction and in the S.N. direction 
at P. It does imply that the surface is also convex from below in 
any other direction (say the S.W. to N.E. direction) at P. In fact, 
it is quite possible that there is a dip ’’ in the surface between the 
two fundamental directions, so that it appears concave from below 
in the S.W. to N.E. direction. 

The results obtained above clearly extend to allow for the cases 
where any or all of the variables are measured on logarithmic, 
instead of on natural, scales. For example, 

d (log z) dz 
dx'^zdx 

measures the rate of proportional change of z=:f{x, y) for actual 
changes in a; (f constant) and is shown by the W.E. gradient of the 
surface obtained when z is taken on a logarithmic and x and y on 
natural scales. Again, the partial elasticity 

Ez _d (log z) __x dz 
Ex d (log x) zdx 

measures the proportional change in 2 ; for proportional changes in x 
{y constant) and is shown by the gradient in the W.E. direction of 
the surface obtained when all variables are plotted on logarithmic 
scales. 

12.4 The tangent plane to a surface. 

The simplest two-dimensional curve is a straight line, represented 
by a linear equation in two variables. The simplest surface in three 
dimensions is the plane and we can show that it is represented, as 
we expect, by a linear equation in three variables. Geometrical 
considerations (similar to those of 3.1 above) establish the simple 

XI M.A. 
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result that, if two points in space have co-ordinates z^) and 

(£^25 ^25 ^ 2 ) referred to rectangular axes Oxyz, then the mid-point 

between them has co-ordinates Suppose, 

howj that (a'l, ^ 1 , %) and (.Tgj %) are any two points on the surface 
(whatever its form may be) corresponding to the linear equation 

ax + by + cz=^cl 
where a, 5, c and d are constants. Then 

ax-^-\-by-^-\- cz-j^—d dJnA. ax^-k-by^^ + cz^^^d. 

Adding, and dividing through by 2, we find 

i.e. the mid-point of the two selected poiirts also lies on the surface. 
This is true of any selected pair of points on the surface and it follows 



Fig. 82 . 

that the latter must be a plane. The general linear equation in three 
variables thus represents a plane. The actual location in space of 
a plane whose equation is given is easily determined by finding the 
points A, B and G where the plane cuts the axes (see Fig. 82). On. 
the axis Ox, we have yz=zz = t). Substituting in the equation of the 
plane, ax=d. So - 

oaA- 

a 


Similarly 
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and OC=-. 

b € 

Tlie cases where one (or more) of the constants a, b and c has a zero 
value clearly correspond to planes paraUel to one of the axes. 

A plane is given as p^assing through the fixed point (a'lj %). 
If the equation of the plane is 

ax-hby-{-€z={l, 
then axi + byi + = d. 

It follows that d can be eliminated so that the equation of the plane 
appears , 

a{x-Xj)+b{y-y^)i-c{z-z^) = 0, 


or 


--(x- 

c 




Hence 


dz a ^ dz b 
----- and ^=-- 
dx c ay c 

are the gradients of the plane (referred to the horizontal plane Oxy) 

in the two fundamental directions perpendicular to Oy and to Ox 

respectively. The following result is thus obtained : 

The equation of the plane passing through the point (a’l, z^) 

with gradients a and jS in the fimdamental directions is 

z-Zi = cc{x-x^)+p{y-yj}. 

In general, a plane through a given point P on the surface z =f{x, y) 
cuts the surface in a cmved section on which the point P Mes. If it 
is possible to vary the position of the plane so that the part of the 
section including P encloses a smaller and smaller area and finally 
tends to close down on P itself, then the limiting position of the plane 
can be described as the tangent plane to the surface at P,* Suppose 
that the tangent plane exists at P and that a section of the surface 
and its tangent plane is taken by a plane tiirough P perpendicular 

* The possibilities are rather more complicated than this brief statemeiit 
indicates. It may happen, of course, that no such limiting plane exists at all 
and the surface may have no tangent plane at a point where there is a “ sharp 
point ” or an “ edge ” of the surface. Further, it may happen that the section 
tends, not to a pomt, but to a straight line through P. The limiting plane is 
then a tangent plane touching the surface at all points on the straight line 
through P. In any case, it should be noticed that the section of the surface 
by the tangent plane can consist of a curve as well as the isolated point P. 
Only one part of the section need close down on the point P. 
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to Oy. We obtain, from the surface, the curved path in the W.E. 
direction and, from the tangent plane, the tangent PT^ to the path 
at P (see Fig. 81). It follows that the tangent plane, containing the 
hne PT^, has gradient in the direction of the plane perpendicular to 

Oy given by the value of ™ at P, In the same way, the gradient of 

Ox 

the tangent plane in the other fundamental direction is given by the 
0 ^ 

value of — at P. If the point P has co-ordinates (%, 2 / 1 , :2i), the 
dy 

fundamental gradients of the tangent plane at P can be denoted : 

So: 

The equation of the tangent plane at the point 2 / 1 , %) on the 
surface 2 :=/ (a;, y) is 

This is an obvious extension of the form given for the tangent line 

to a two-dimensional curve (6.5 above). 

As an example, the paraboloid surface z—x^-{-y^ gives 

dz ^ ■, dz ^ 

::r- = 2a; and — =2y. 

0a; dy ^ 

The tangent plane at {x-^, %) equation 

z-Zj_=2xj_{x-Xi)+2yiiy~yj), 

i.e. z = 2xxi~h2yyj^-hzi-2{xi^''hyi^). 

Since the. point must He on the surface, we have and 

z + z^=:2xxi + 2yyj^ 

is the equation of the tangent plane. 

dz dz 

An interesting result can now be deduced. If — and ~ are both 

dx dy 

positive at a point P on the surface z=f{x, y), then the tangent 
plane at P is positively iaclined to the plane Oxy in the two funda- 
mental directions, and so in any direction in which a; and y increase 

dz dz 

together. Hence, in the particular case in which ~ and ~ are both 
' dx dy 
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positive, the. fimction : 2 =/(a:, increases whenever ar. and y both 
increase. The converse result holds in the particular ease when both 
partial derivatives are negative. 


12.5 Partial derivatives of functions of more than two variables. 

The definition of partial derivatives extends readily to eases of 
functions of more than two variables. If u^f {x, y, 2 j) is .a, single- 
valued function of three variables, then a function of - one variable 
is obtained whenever two of the variables are given fixed values. 
This can be done in three diifferent ways and we have u mss function 
of X only {y and z fixed), of y only {z and x fixed) and ot z only 
{x and y fixed). Hence, w^e can define three partial derivatives, 
du du T du 

^ “ and — , of the function at any point (x, y, 0 ), e.g. 
ox oy oz 

— =-um y> -/(^> . 

dx ^ 

Then three second-order partial derivatives are obtained from each of 
the first-order partial derivatives, making a group of nine in all. For 
all ordinary continuous functions, however, Young’s Theorem asserts 
that the order of partial derivation is immaterial and only three of 
the six cross ” second-order partial derivatives are distinct. So we 

— and — j 

“ 


dy^ 

9% , 9% \ 

and 1 


\dx dy dy dz dz dx/ ’ 

The alternative notations for partial derivatives also extend, in an 
obvious way, to this three-variable case. Finally, if necessary, we 
can obtain partial derivatives of higher order than the second by 
further derivation processes. 

In the general case of a single-valued function of n variables, 
y =f {xi, X 2 y ... x^), there are n first-order partial derivatives 

dy dy By 

Bxi' 6X2' dx^ 

Each correspon<fe to the variation of y as one of the indepen ear 
variables changes, the other {n-l) variables remaining constant. 
There are then second-order partial derivatives but this number is 
reduced in the case of ordinary continuous functions, since Young’s 


1 










Ilf' 


I 
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Theorem shows that the order of partial derivation is immaleriaL 
There are, in fact, n '' direct ” partial derivatives 

d^y d^y d^y 

partial derivatives 
d^y d^y 


and ln{7i- l) 
d^y 


cross 


d^y 


d^y 


dx^dx ^ ' 


dX:i^dx2 ’ dxj^dx^ ’ dx-^dx^ ’ dx^dx^ ^ 

The analytical interpretation of the partial derivatives extends at 
once. The first-order partial derivatives, evaluated at a given point, 


measure the rates of change of the function as one of the variables 


increases from the given value, the other variables remaining 
constant. Thus, if ^ is positive at the point (a, 6, c), then the 


function u=^f(x, y, z) increases as x increases from a, y and z having 
the fixed values b and c respectively. Further, the direct ” second- 
order partial derivatives measure the various V accelerations ” of the 
function, one of the variables increasing from the given value and 
the others remaming constant. It is not possible, of course, to give 
any concrete diagrammatic interpretation of partial derivatives 
when there are more than two independent variables. 


^*2. 6 Economic applications of partial derivatives. 

Under the conditions of 11.7 above, the market demand for any 
good is a function of all market prices : 

^r = ^r{Pl,P2^ ••• Pn) (r = 1, 2, . . . ^). 

The partial derivatives of this function indicate the variations of 
demand as one of the prices varies, other prices reniaining constant. 
3x 

The partial derivative ^ , which must be negative in the normal 


case, shows the rate at which the demand for X,. decreases as its 
price increases. It is usually convenient to put this rate into elas- 
ticity form — ^the partial elasticity of demand for X^ with respect to 
its price : 

3(loga:^)_ pr 

Xrdp/ 


Vrr = 


d{l0gPr) 

This expression, independent of demand or price units, shows the 
rate of proportional decrease of demand for proportional increases 


i 
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ill price. , It, is an extension of the ordiB,ary demand .elMticity, 
obtained when demand is regarded as dependent only on the price 
.of the good concerned. The ordinary demand elasticity is defined 
only when the prices of other goods are fixed and knomi ; if these 
prices change-j the whole demand law shifts a,nd the elasticity must 
be evaluated anew. .But our generalised demand law and the 
demand elasticity obtained from it automatically allow for these 
sliifts ill demand. In fact, Tq.rr is a function, not only of the price 
but also of all other prices ; its value is thus seen to change when 
any of the prices change. 

Bx. 

The partial , derivative ^ measures the rate of change in the 

demand for Xj. when the price of another good is increased, and it 
is best considered in relation to the corresponding partial derivative 


measuring the rate of change in the demand for for increases 


dz 

dp 

in the price of X^, If both partial derivatives are positive, then the 
demand for X^ increases with the price of and the demand for X^ 
increases vdth the price of X,.. The goods X^ and X^ are then 
competitive, using this term in a broad sense. If both partial deriva- 
tives are negative, the demand for one good changes in the sense 
opposite to that of the price of the other good and the goods can be 
called, in the same broad wsbj, complementary goods. ^ It is often 
convenient, again, to use the elasticity forms 

a(loga.V) ^ PsdXr^ _ d(logx,) ^ Prdz, 
d(logp^)~ Zrdp/ ^(logPr) ^sSpr' 

i.e. the partial elasticities of demand for one good with respect to 
the price of another good. 

If the demand laws for two goods X^ and Xg are linear : 


Vrs 


~ + %2p2 ; ^2 = ^2 + ^2lPl “ ^22^23 

then the price elasticities of demand are 

Vl P‘» Pi j p2 

%2 =^ ""% 2'~5 '^ 21 — ■“%! ^22 “ %2 

X-^ W 2 '2 

and all depend on the prices assumed for both goods. 

* There remains the possibility that the partial derivatives are of opposite 
signs, in this case, the goods, oXthe present definition, are neither competitive 
nor complementary. See Schultz, Interrelations of Demand, Journal of 
Political Economy, 1933, and 19.7 below. 
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On the other hand, if the demand laws are of the form 

then we have linear relations when all variables are taken on log- 
arithmic scales and the price elasticities of demand are constants : 

%1 j 5 9^nd 7^22 = <^22* 

It is to be noticed that the two elasticities of demand for one good 
with respect to the price of the other are of the same sign, in each of 
the above cases, only if 0^2 and agi are of the same sign. 

\The production function ir=/(%, a^, a^, ... a^) shows the depend- 
ence of the output of a good X on the amounts of the variable 
factors Aj, A^, ... A^ used in the production. Suppose that a 



particular combination (%, ^35 -*• ^n) factors is used and 

X that all factors* except A^ are regarded as fixed in amount. The ratio 

X 

— (the amount of product per unit of the factor A^) can be called the 


% 


dx 


average product and the partial derivative — the marginal product 

OOi 

of the factor A^ at the combination (%, ag, ... a„). The latter 
measures the rate of increase of output as the factor, is increased, 
the amounts of other factors remaining unchanged./ Both average 
and marginal products are functions of <%, a^y a^, ... i.e. depend 
on the grouping of the factors considered. Average and marginal 
products of the other factors can be defined in s imil ar ways. 

fWith two variable factors A and B, average and marginal products 
can be shown diagrammatically on the vertical sections of the pro- 
duction surface x=f{a, b). The section of the surface by the plane 
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b=bi sliows the variation of product for a variable use of tbe factor A 
with a fixed amount 6^ of the factor If P (a, bi) is a point on this 
sectiorij then the average product at {a, bi) is shown by the 
gradient (referred to Oa) of the line OP and the marginal product of A. 
by the gradient (to Oa) of the tangent PT\ In the normal case of 
production (see 11.8 above), the section, which can be called the 
product curve for the factor A, takes the form shown in the first 
diagram of Fig. 83. A second diagram can now be constructed 
showing the variation of average and marginal products (see Fig. 83) . 
Average product increases to a maximum at a definite point 
where the tangent to the product curve passas through the origin. 
Average product equals marginal product at this position. Further, 
at some larger amount u=%, product is a maximum and marginal 
product zero. All three curves depend on the fixed amount b^ of the 
factor B used and change in position and form when this amount 
bi is changed. 

In the particular case where the production function is 
x=2Sab^Aa^-Bb^ {H^>AB), 


then 

So 


^ = 2£r6-Aa-R~ and ^ = 2(£r6~- Aa). 
a a da 


da 



and 


9^ fx 


da^ \a 


= -2B^<0. 


Hence, for the fixed amount 6^ of the factor jB, average product of A 

-Vf: 


is a maximum when « = 


^1? and both average and marginal 


products are then equal to 2(5" - \/AR)6i. In this case, the opti- 
mum ” use of the factor A and the maximised average product 
increase in proportion to the fixed amount of the factor B used. The 
marginal product curve for A, when is a downward sloping 


straight line cutting Oa where product here being a maxi- 

mum. The average and marginal product curves are of the normal 

form of Fig. 83.') 

If u = <l>{Xi,X 2 , x^, ••• Xn) is one form of an individuaFs utility 
function for consumers’ goods Xj, Xg, Xg, ... it might appear 


that the partial derivatives 


du du 
dxi^ dx^' 


du du . ,, : 

- — , ^ represent the 

ox^ ax^ 
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“ marginal utilities ” of the various goods to the iudividual at a 

du 

set of purcliases {Xi, X 2 , x^, ... x^). For example, — measures tlie 

rate of increase of utility when the purchase of is iiicreasedj the 
purchases of other goods remaining unchanged. But we have seen 
that utility is a non-measurable magnitude to be indicated in 
general by 

U=F{u)=F{^ix^yX2,Xz,^--Xn)} 


where F(u) is any function such that F'{u)>0. Can any meaning 
be attached, therefore, to increments of utility and so to '' marginal 
utility ? We have 


dU . du 
-=F'{u) 


dxi 


dxi ’ dx. 


|2=r(.)®“ 


dx^ 


djJ__ 

dXo 


--F'{%) 


dll 

dx^ 


dU . du 

dXn'" dx' 


i.e. marginal utilities involve the arbitrary function F and lose their 
definiteness when utility is regarded as non-measurable. But 

dU dU dU ^ ^ du du du ^ ^ du 
dxi ‘ dx^ * dx^ dx^ dx^ ' dx^ * dx^ dx^ 

and the ratios of the marginal utilities are definite concepts quite 
independent of the non-measurability of utility. This fact will be 
developed in the following chapter (13.7 below) .V 

Suppose, for example, that one form of the utility function is 

u = {x + aY{y + bY, 


where only two goods X and Y are considered by the individual. 
Then 

^ = a(^ + a)“~^(y + 6)^ and ~ + + 

ox oy 


i.e. 


du du a 




dx' dy X + a' y-^b 
Another form of the same utility function is 

= a log (a; 4- <3^) + j8 log ( 2 / + 6), 


whence 


du' 


dx x + a 


a j du' ^ 
and — 


dy y^b 


The ratio of marginal utilities; : ~X — , is thus perfectly definite 

X 'iT a y "jr 0 
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12.7 Homogeneous functions.. 

: WhenjLe, varmMes,,,a:,and are increased or„deexeased in a fixed 
proportion .from given values, the corresponding increase or decrease 
in the function z=f{x, y) may be in greater, in eq[ual or in less pro- 
portion. In the very special case where z—f{Xy y) increases or. de- 
creases always in the safne proportion as x and y, the function is said 
to be homogeneous of the first degree^ or to be Immr mid homogeneous. 
Such a function has the property that its value is doubled whenever 
the values of the independent variables are simultaneously doubled 
from any position whatever. And a similar result holds for any 
ratio other than that of doubling. Hence : 

DmmiTiO'R : z=^f{x, y) is a linear homogeneous function if 
f(Xx, Xy)=Xf {x, y) for any point {x, y) and for any value of X what- 
ever. 


To quote particular examples, each of the following function types 
is linear and homogeneous : 

( 1 ) z^ax-^-hijy ( 2 ) z — ap^y\~^y 


(3) z=^sjax^ + 21ixy-^by'^. 


(4) a; 


ax^ 4- ^Tixy 4 by- 
cx-\-dy 


where the coefficients, a, b,,c, , and the index oc are constants. 

The fact that z changes proportionally for proportional changes in 
X and y can be verified in each case.| 

If P is a given point, on the surface representing a linear homo- 
geneous function, then any point with co-ordinates proportional to 
those of P also lies on the surface. The points (a:, y, z), (lx, |y, h) 
and {2x, 2y, 2s) all lie on the surface if one’ of”them does. But all 
points of this nature lie on the straight line OP Joining the origin to 
the given point P. In fact, the line jouiing 0 to any point on a linear 
homogeneous surface lies entirely in the surface. The surface is 
completely described by lines passing through the origin and is a 
particular case of what is called a ruled surface* It also follows that 
the tangent plane at P touches the surface, not only at P, but also 
at aU points on the line OP. A cone with vertex at the origin is an 
easily visualised example of the type of surface corresponding to a 
linear homogeneous function. 
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The sections of a linear homogeneous surface by planes perpen- 
dicular to an axis also reflect i|is special properties. If P is a point 
{x, y) on the contour by the plane 25=%, then the point Q {2x, 2y) 
must lie on the contour by the plane 2 : =2%. But the points P and Q 
lie on a line through 0 so that 0Q=20P, Hence, any radius 
through 0 in the plane Oxy cuts the % and 2% contours in points of 
which the second is twice as far from 0 as the first. The contour 2% 
is of exactly the same shape as the contour % but radiaUy double in 
size. A similar result holds for any pair of contours : 

All contours of the linear homogeneous surface are similar in shape 
and vary in size radially according to the ratios of the fixed values 
of z defining the contours. V * w 

Any one contour is a radial '' projection ’’ of any other and the whole 
system of contours can be derived given any one contour. Further, 
the tangents to the various contours at points where they are cut by 
a given radius through 0 must all be parallel. 

Exactly similar results hold of sections of the linear homogeneous 
surface by planes perpendicular to Ox or Oy. The various sections 
of such a system are radial projections of any one section of the 
system and vary in size according to the fixed values oi x ov y 
defining the sections. Also, from the ruled surface property, the 
vertical section of the linear homogeneous surface by a plane through 
0 and a point P on the surface consists of a straight line. 

The linear homogeneous function is the simplest case of a wider 
class of homogeneous functions. More generally, if 

f{Xx,Xy)=X^f{x,tj) 

for any point {x, y) and for any value of A, then the function z =f{x, y) 

is homogeneous of the fth degree. For example, ^ = 

homogeneous of zero degree, z=ax^ + 2hxy + by^ is homogeneous of 
the second degree and z—ax^y^ is homogeneous of degree (a +j8). 
The diagrammatic properties of a general homogeneous function can 
be illustrated in the quadratic case (r = 2). ^he vertical section of a 
quadratic homogeneous surface by a plane through 0 and a given 
point on the surface is always a parabola with vertex at 0 and axis 
along Oz, The contours of the surface are radial projections of each 
other and vary in size according to the square roots oi the values of 2 ; 
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defining theiii. A similar property holds also of the vertical sections 
of the surface by planes perpendicular to Ox or Of. ■ 

The definition of homogeneous functions extends without diffi- 
culty to the case of fiinctions of more than two variables. The 
function y=f {x^, is homogeneous of the rth degree if 

/(AiTi, •••) ...) 

for any point x^, ...) and for any value of X, The case r==i 

gives the linear homogeneous function, and here the proportional 
change in the values of aU the independent variables produce, an 
equal proportional change in the value of y. 


12,8 Euler’s Theorem and other properties of homogeneous functioiis. 
If z=f{x^ y) is a linear homogeneous function of two variables, 
then the following properties can be shown to hold at any point 
(a:, y) whatever : 

(1) The function can be written in either of the forms 




where ^ and ^ are some functions of a single variable. 

dz 

(2) The partial derivatives — and ~ are functions of the ratio of 

dx By 


X to y only. 

(3) Euler's Theorem : 


dz dz 


(4) The direct second-order partial derivatives are expressed in 
terms of the cross second-order partial derivative 
' y dH ^ dH X 3 % 

dx^ 


and 


xdxdy dy^ ydxdy 

The proofs of these results can be set out formally : 

Since /(Ar, Xy)—Xf{x, y) for any value of A, 


we have 


i.e, 




■f{x, y) for A: 


1 

x' 


since / ^1, is a function of ^ only. Similarly, for A=i , 
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Finding the partial derivatiYe o^ z=^x^ ( “j with respect to X f 




dz 




y\ 3 (y 


xl. dx \x 


y\ y 




X 


where <f>' 


f 


with respect to 
,XJ X 


denotes the derivative of the single variable function 

y. 


Further, 


^-X(l>' 


xl dy \x 


1)=^' 


t/yv 
x) 


dz 
dy' 

Bz . *2/ 

Hence, both ^ and — appear as functions of the ratio - only, 
dx dy X 

dz dz 


dz 


Now, 






which is Euler’s Theorem. Finally, to prove the last result, we 
notice that Euler’s Theorem holds for any values of x and y whatever, 
dz dz 

ie. it — + y~ is identically equal to z. This identity is maintained 


no matter how x and y are varied and it follows that the partial 
derivatives of one expression are equal to the corresponding partial 
derivatives of the other.* ^Hence : 

d ( dz dz\ dz 

dxVdx^^dy) dx^ 
dH dz . d^z 


i.e 


dz dH __ 

dx'^^ dx^ dxdy dx^ 


i.e. 


y d^z 


xdxdy 


A similar result is obtained by partial derivation with respect to 2/| 


* The equation of the derivatives of each side of an identity is a device of 
wide application (see, e.g., 14.8 below). Before applying the device, it is 
essential to establish that the relation used holds identically for all the 
variables with respect to which the derivation is carried out. A relation 
holding only for certain values of the variables caimot be treated in this way. 
Two examples make this clear. For all values of .r, we have 

{l-}-x)^—l + 2x + x^. 

Hence j-{l + a;)^ = j-(l + 2:r + a?^) = 2(l +rr). 

CL^ (tOS 

But a;^ + 2 = 3a? 

holds only for the particular values x=l and a? = 2. Hence 

as can be verified at a; = 1 or a; = 2. 
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The truth of Euler’s Theorem is also clear in diagrammatic terms. 
The tangent plane (12.4 above) at the point- (%, on the surface 

2 : has equation 

It passes through the origin if z^-y = z—Q satisfies the equation, 




i.e. if 


z, = 


dz\ 


(~) 

\dyh 


Vi- 


Euler’s Theorem asserts that this condition is satisfied at all points 
on a linear homogeneous surface. The tangent plane thus passes 
through the origin at all points, a fact which agrees with the ruled 
surface property of linear homogeneous surfaces. 

I The four properties generalise to the ease of a function 2 =/(.r, y) 
wmich is homogeneous of degree r : 


*(!)■ 


( 1 ) z=^cif4, [^j=y^ 

(2) ^ and ^ are homogeneous of degree (r ■ 

dz dz 


1). 


d^z d^z 


dH 


l)z. j 


The first of these extended results is established, exactly as before, 
by using the definition of a homogeneous function. The second and 
third results then follow by derivation. The fourth result is obtained 
from the third result, which is identically true for all values of x and 
y, by finding the separate partial derivatives : 


d f dz 

3% 


I.e. 




dz 

% 

9 % 




dx’ 


dz 


dx dy dx 


Similarly 


dxdy 


dy^ 




& 

dy' 


Multiplying by x and y respectively and adding, 


, 82 z 

'^2 


+ 2xy 


d^z 




, 9 % 


dxdy ' " dy^ 


.(r-l)(»| + jD=r(l- 


t)a. 
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Finally, the properties Lold, in modified and extended forms, for 
h-omogeneoTis functions of more than two variables. It is not 
necessary to set out the properties in the completely general case 
here ; the nature of the extensions is sufficiently obvious.^ 

12.9 The linear homogeneous production function. 

The case where the production function of a good X with respect 
to variable factors A^, J-g, A 3 , ... A„ is linear and homogeneous is 
one of particular interest^ From the delation and results ( 1 ) and ( 2 ) 
of 12.8 above, |the case is characterised by the fact that a propor- 
tional increase in all factors leads to a proportional increase in 
product and, leaves the average and marginal product of each factor 
unaltered. jiVe have, in fact, the case of constant returns to scale ’’ 
where only the relative amounts of the factors used is important and 
not the actual scale of production. jFor example, if wheat is produced 
with land and labour under constant returns to scale, then the wheat 
product is (e.g.) doubled when twice the number of men are employed 
on twice the area of land. Further, the product of wheat per man 
or per acre depends only on the number of men employed per acre, 
as does the marginal product of wheat per man or acre. 

In the case of two factors A and B ai^^d constant returns to scale, 
the production surface is subject to restrictions additional to the 
normal ones already indicated ( 11.8 above). The surface is ruled by 
straight lines through the origin and any section through Ox consists 
of a straight line. The constant product curves in the plane Oah are 
now radial projections of each other and vary in size according to 
the constant products which define them. In particular, any radius 
through 0 cuts the curves in points where the tangents are parallel. 
So, in the normal case of Fig. 78, the curves OA and 05, marking 
the points with tangents parallel to an axis, reduce to straight lines. 
The sections of the production surface by planes perpendicular to 
(e.g.) Ob are also radial projections of each other and, in the normal 
case of Fig. 79, the maximum points all he on a straight fine through 
0, i.e. as the amount used of the factor B increases, the maximum 
product obtainable by varying A increases in proportion. Further, 
there is one line through 0 which touches aU sections, i.e. the 

* See Examples XII, 24-6, and 18.5 below. 
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maximised value of tlie average product of A is the same no matter 
what fixed amount of B m used.. ' 

|Euler’s Theorem states that, for any combination of factors,' , 

dx , dx 


and this can be illustrated diagrammatically (Fig. 84), P is the pomt 
on the production surface for the ■ combination (a, 6) of factors and 
the tangent PQ to the section perpendicular to Ob is drawn. Then 

^=gr.*e„tofi>«=^ = gg. i.e. 

So b^^=i:-ii — = MP-RP=MB. 

do da 



Fig. 84. 


dx dx 

The total product MP is divided, MB BP = a ~ • At the 

dx 

point A on the section where total product is a maximum, 

dx X • 

and so such a point, the average product of P is a 


maximum on the other section perpendicular to Oa, Similarly, at 
the point P on the section where the average product of A is a 
dx X dx 

maximum, and so ^ = 0, i.e. the total product is a maximum 

da a do 


on the other section perpendicular to Oa. There is a correspondence 
between the maximised total product for variation of one factor and 

the maximised average product for variation of the other factor. 

.'.X ; ' m.a. 
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The following are simple examples of hnear homogeneous pro- 
duction fonctdons corresponding to constant returns to scale : 
2Hab--Aa^-Bb^ 


(1) x=.Aa^b ^'^ ; (2) x~ 


(3) a; ™ ^mab - Aa^ - 


Ga-{^Db 

{H^>AB in the two latter cases.) In each case, it is easily verified 
that the average products and and the marginal products 


I dx - dx 

lai » 


are functions of ~ only, i.e. depend only on the ratio of 


the factors used. Case (1) corresponds to the simpler case of normal 
production and cases (2) and (3) to the fuU normal case illustrated 
by Figs. 78 and 79."} 

EXAMPLES XII 
Partial derivatives 

1. Find the first and second-order partial derivatives of each of the 

1 cc 

functions -l- - Zxy ; ' ■ - ■ ; and log . Verify Young’s Theorem 

sJx^^y^ + 

that the order of partial derivation is immaterial in each case. 

2. Evaluate the partial elasticities of x^e^ and {x-^y)e^'^y. 

a X ^b 'll H” c 

3. Obtain the partial derivatives of 

a^x + b^y + c^ 

4. By logarithmic derivation, evaluate the partial derivatives of 

{x + y){x+2y) 

{x-y){x-2y) 

ri ri 

and show that 7 :- {(x + y)^e ^^}= —{(^ + y)ne^+y} = {x + y n) {x 
ox oy 


6 . Show that 
and that 


0n 


-{{x + y)e^y} = (a; + y + n)e^^ 


- 2 ')®*^"} = (® - 2 / + 2 r - n)e<‘+y. 


6 . Show that 2 = - 


and its partial derivatives of all orders become 

x-y 

infinite at any point where x = y, 

7. If z=f{u) where is a function of x and y, show that 

dz dz dz ^ . . X 

— u u=^xy ; (c) cc 7r- + 2 / 7r- = fi if ^ = “’* 


dz dz dz 

Verify in the case where/ ( 2 ^) = log 2 ^. 

8. If 2 = (f) {u) + ip {v), where. ^5 (w) is a single-valued function ot u = x -^ ay and 

d^z ' d^z ' ■ ■ 

^( 27 ) is a single-valued function of 2 ;= a?- aw, show that — * Verify 

wheu4(u)=ru*B.nAf(v)=^e\ 
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9. Evaluate the .first and second-order partial derivatives of . 

u~{z^-h2xy-p^)^ 

and, verify that the order of partial derivation is immaterial. 

10, Show that the surface z = {x and y positive) rises and is concave 

from below in each of the fimdamentai directions. 

0*5 02 

11, If — >0 and ~<0 at a point {x, y), show that z increases whenever, a; 
increases and y decreases from the point (a?, y). 

12, Eind the equation of the plane passing through the points with co- 
ordinates (2, 1, 0), (- 1, 0, 4), and (1, 2, 1) referred to rectangular axes. 
Where does the plane cut the axes! 

IS, If A "is a parameter, show that the equation a; -f + Az = 1 represents a 
system of planes intersecting in a given line in the co-o,rdinate plane 'Oxy. 

M* Show that the tangent plane at the point yi^ zj on the surface 
2 = has equation xy^^ + yx^ - 222 ^ = 0. 

15, Find the equation of the tangent plane at the point (2, - i, 2) on the 

3C 

surface 2= Where does it cut the axes? Deduce that z decreases 

x + y 

whenever x and y increase from the values x=2 and a/ = - 1. 


Homogeneom functions 

16, Graph the contours of the surface z = given by 2 = 2 and 2 = 4 and 
show that the latter is radially double the size of the former. 

17, Show that the contours of the surface 2 = ^ form a system of 

circles which are radial projections of each other. ^ + y 

18, Show that the following are linear homogeneous fimctions : 

2 = z=^x^ + y»; 


Express each in the form z=x^ 
Theorem in each case. 


0JS 0^ 

Obtain ~ and — and so verify Euler’s 


19. Verify property (4) of 12.8 in the case of 2 = n/^. 

29. Show that z = (a-p: + h^yY ^ are 

linear and homogeneous and verify Exiler’s Theorem in each case. 

21. For each of the quadratic homogeneous functions 2 = £r®-'a?^ *f 2y^and 

z == ^ , show that the partial derivatives are linear and homogeneous and 

02 02 / 
verify that a; — + ~ = 22 . 

ox oy . . 


22* For the homogeneous function show that 


02 02 , ^ . ^ . o 


0 % ^ 0 % 


- (a -r (o£ + ^ — 1)2, 
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23. If 3 is a function of x and y homogeneous of degree zero, show that z 

y dz X dz 

can be written as a function of - only and that — = — ~ . Verify by con- 
. X dy y ox 

. x-y ^ x^-xy+2y^ 

sidermg 3=Iog~ and ■ 

24. If ^ 3 » ^n) ^ homogeneous of degree r, show that 




where ^ is some function of (n - 1) variables. Deduce that the partial deriva- 
tives are homogeneous of degree (r - 1) and that 

dy dy dy dy 

28. If ^ is a linear homogeneous function of oj^, ... show that 

dXj^ a?! \ ® dxj^dx^ ® dxj^dx^ " dx^dxj' 

and similar expressions for the other direct partial derivatives. 

26. Show that the relation between the second-order partial derivatives of 
a function of n variables, homogeneous of degree r, is 






Economic applications of partial derivatives and homogeneom functions 

27i If the demand laws for two goods are given by (4) of 11,7, show that 
the ‘‘direct price elasticities of demand are independent of the prices 
while the “ cross ’* price elasticities are determined in sign by the constants 
Q-iid respectively. 

28. The employment of 100a men-hours on h acres of land gives 
a; = 2(12a6 5a2- 46^) bushels of wheat. Graph the average and marginal 
product curves for labour when 10 acres are cultivated. Compare with the 
product curve of Mg. 80. 

29. Draw the average and marginal product curves for labour employed 

40 

on (a) 10 acres and (&) 100 acres when — ^(12a& - Sa®- 46®) is the 

wheat product for 100a men-hours on 6 acres. Verify that the maximum 
average product is the same in the two cases, ten times as much labour being 
reqjfidred in the second case as compared with the first. 

-o V X. ^ r 2Hab-Aa^^Bb^ y 

30. For the linear homogeneous production function x = =-r-: — , \/ 

Ua + Jub 

show that the average and marginal products of the factors depend only on 
the ratio of the factors and verify that the product is always a times the 
marginal product of A plus 6 times the margmal product of B, 

I / 

The production function x=sl2Hah-Aa^-Bb^ is linear and homo- / 
geneous ; show that the maximum value of the average product of is a 
ill ~ A.B , j , , , , r> Tr» t 


constant 


• independent of the fixed amoimt of B used. 
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V 

32. The production fimction is^ x=Aa°^i^ where Show that there 

are decreasing returns to scale. ^and .deduce.., .that the total product is greater 

than ^times the marginal product of A plus b times the in.argiiial product oi B, 

If a men. are employed in planting b acres with timber, the amount of 
timber cut, after t years is x=f ia, 5, iS), What meanings can be attached to 
8x 

— , -7 and 7 - 1 If a;= where a and B are fixed positive fractions, 
ca dix ot^ 

.show that there are constant returns to land and labour after a fixed time 
and that, for given employments of land and labour, , the timBeFproducF 
increases, but in a decreasing proportion, as time goes on. 

34. Find the ratio of the marginal utilities for two goods when the utility 
function is m = oa; + % + cs/Sy. Verify that the same result is obtained when 
thp utility function is written «' = log (oo; + 6y + cV^) . 

/ 35. If U =^F{u) is the index -function of utility where u — show that 

8®I7 d^U d^U 

(«) = = (^) F(u}^^u; end (c) “^>0, 

whenF(w)=e^. 

36. If u = y, z, is one form of the utility function for goods'^ 
X, Y, Z, and if U = F \u) is the index-function of utility”, show that 


dm , 0 ^ 

= F iu) + 
dx^ ^ ^ dx\ 


£®(S)‘ 


and similarly for the other second-order partial derivatives. Deduce that the 
sign of each of these derivatives varies, in general, with the choice of the 
arbitrary function F. Illustrate with the results of the previous example. 




CHAPTER XIII 


DIFFERENTIALS AND DIFFERENTIATION 


13.1 Tlie variation of a function of two variables. 

Theee is only one way in which the value of a function of a single 
variable can change, i.e. by changing the value of the independent 
variable. The variation of the function is then adequately described 
by means of the derivative. The rate of change of y =f{x) from any 
point X is measured hj f'{x) and Ay=f'{x)Ax is the approximate 
increment in y for an arbitrary small increment Ax in x. 

The expression of the variation of a function of two variables is 
much less simple. The value of z—f{x, y) changes when x changes 

dz 

{y remaining constant) at a rate measured by ^ . Hence, if A 

denotes the increment in z due to an arbitrary small increment Ax 
in the variable x from a point (a;, y), then 


AaZ=^Ax approximately. 
ox 


In the same way, \f A yZ denotes the increment in z due to an 
arbitrary small increment Ay in the variable y from the point {x^ y), 
then 


AyZ 



Ay approximately. 


But these are only two special ways in which the value of the function 
can change and there remains the important problem of expressing 
the variation of the function when the independent variables vary 
together in any way whatever. A single partial derivative is not 
sufficient here and an addition to our mathematical equipment is 
needed. 

It is assumed that the function z=f{x, y) possesses continuous 
partial derivatives at the point {x, y). If h and ifc denote arbitrary 
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increHients in the variables x and y irom the point {Xy f), the eorre- ; 
sponding increment in the value of the fiinction is 

Az=f{x + 'h,y + k)-f(x,y) 

_f{x+Ji,y + Ic)-f{x,y + k)^J(x,y + k)-f{x,y)j^ 

_ « + — ^ 

But, 'from the definition of a partial derivative, 

+ -fi^y 1/ + ^ . 3 

h dx 

d 

^dx 


f{x^y + h) as A->0, 
f{x, y) as 


since the partial derivative is continuous. It follows that ' 
f{x + h, y + h)-f{x, y + h)^ ■ d 


dx 


f{x, y) -f €, where €->0 as h and 


Again, 


0 /( 

S'* 


as 


i.e. 


^ y ) = ~ / {x, y) +7], where iq-^O as i->0. 
Ic oy 


Hence, writing the partial derivatives in an alternative notation, 

Az = A + -f k, where c and rj->Q m h and 

The expressions € and rj must be small when both h and Jc are small* 
So, changing the notation for the increments in x and we have : 

The increment in the function z =f{x, y) corresponding to arbitrary 
small increments Ax and Ay mx and y is approximately 

. dz . dz . 

Az-— Ax + :^ Ay, 
dx dy 

This is a result of the first importance. The increment in z when 

dz 

x varies alone is represented approximately by -^Ax and the 

dz 

increment when y varies alone approximately by — Ay, It is now 

oy 

established that the increment in z when x and y vary together is ex- 
pressed approximately by the sum of the two increments in the simple 
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directions. The two partial derivatives can be used, therefore, to 
describe the general variation of a function of two variables. But 
it is clearly convenient to have a precise Symbolism for this general 
variation and a technique for operating upon the symbols. The 
concept of a differential ” and the process of '' differentiation ” are 
introduced to serve just this purpose. 

Our fundamental result can be written in a variant form as 
f{(i‘\'h,b + k)=f(a,b)+Jhf^^{a,b)-hJcfy(ajb) 
approximately when h and h are small. Hence if ir=a and y^b are 
inserted in /(ir, y) instead of the correct values a: = a + A and y=b + lc, 
then the error in the value of the function is approximately 

hf^'{a,b)+kf^'{a,b). 

Again, putting x—a + Ji, y=zb + k, we have 

y) =/(^j b) + {x - a) 6) + (y - b) b) 
approximately when (x-a) and (y-b) are small. This result 
enables us to replace /(rr, y) by an approximate linear expression in 
X and y for small ranges of values about the values y=6 

(cf. 6.4 above). 


13.2 The differential of a function of two variables. 

The increment in the value of a function z=f{x, y) for small 
increments Ax and Ay in the independent variables can be reduced 

to two parts, a precise expression, ^Ax~h^Ay, which is of the same 

order of smallness as the increments Ax and Ay themselves, and an 
expression, €id a; -I-T^zly, depending on values € and rj which are small 
when Ax amd Ay are small. The second expression is thus of the 
order of the squares of Ax and Ay, The precise and first-order part 
of ZI 2 : is termed the differential of the function z=f{x, y) : 


Dei’IKItiok : The differential of a function z=f{x, y) with con- 
tinuous partial derivatives at a point {x, y) is 

dz = ^Ax + ~Ay, 
dx ^y 

where id x and Ay denote arbitrary increments in the independent 
variables from the point (a;, y). 

For convenience^ we now denote the arbitrary increment Ax hj 
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im, and cal it the ^differential of the independent variaMe.s. vSimi- 
iarly, Jy. is bitten '% and caled the differential of , The differ- 
ential of the dependent Tariable z is then defined in terms of, the 
independent differentials by the formula 

dz=^dx + ^dy. 
dm dy 

It must always be remembered, in using this formula, that dx and dy 
are no more than arbitrary increments in the independent variables. 
An alternative notation for the differential of z=f{x, y) is 
df{x,y)==fj{z,y)dxi^f^'{x,y)dyz=zf^dx^^^ 

The interpretation of the differential of a function follows from 

dz dz 

the definition. The statement that dz^^ dx + ^ dy implies that 

ox dy 

the increment in the value of z=^f{x. y) is approximately 


dx dy ^ 

when simdl increments Ax and Ay are aUotted to x and y. The differ- 
ential dz replaces the increment Az in much the same way that the 
derivative replaces the average rate of change. So z=f{x, y) tends 
to increase (or to decrease) whenever x and y are varied by small 
amounts so that the corresponding differential dz is positive (or 
negative). 

dz dz 

The expression dz=—dx-h^dy is often caled the '"complete’’ 

differential of the function 2 : =f{x, y) and from it can be derived two 
partial differentials. When x is varied by an amount dx whle y is 
held constant, the differential becomes 

dz — ^ dx 
dx 


and the partial derivative — is thus the ratio of the differential dz 

{y held constant) to the differential dx. Similarly, the partial 
dz 

derivative is the ratio of the differential dz (x held constant) to 
dy 

the differential dy. A partial derivative can be regarded as the ratio 
of two differentials. 

It can be noticed that the definition of a differential apples 
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automatically to the case of a function of one variable. If y =f{x) 
has a continuous derivative /'(ir), then the differential of y is 

dy:=^f{x)dx 

for an arbitrary increment dx in. x,^ This implies simply that 
Ay=f'{x)Ax approximately 

when the arbitrary increment Ax is small. It follows that the 
derivative f'{x) is the ratio of the differential differential dx. 

The notation ~ is now very useful since it can be regarded either as 

a derivative or as a ratio of differentials. The differential notation, 
however, adds nothing to the derivative notation in the case of a 
function of one variable. It is only when at least two independent 
variables are involved that the differential notation becomes essential 
in the description of variation. 

13.3 The technique of differentiation. 

The process of obtaining the differential of a function is called 
differentiation. The most obvious method of differentiating z=^f[x, y) 
is to evaluate the partial derivatives and to substitute in the funda- 


But other methods are often 


mental formula dz=^dx + ^dy. 

dx dy ^ 

more convenient. It can be shown quite easily that the rules obeyed 
by differentials are exactly similar to those obeyed by derivatives. 
If u and V are two functions of x and y, then 

d{u ±v)=du ±dv \ d{uv)=^udv + vdu\ d . 

Further,. if z=f{u) where is a function of x and y, then 

dz=f'{u)du. 

du 


So 


d (u^) = du ; d (c") = e" du ; d (log u) = ■ 


As examples of the method of proof, we have 
d d 

d {uv) = ~ {uv) dx-r-^ (uv) dy 


u 


( dv du\ 7 f dv du\ ^ 


=u 


dv 7 dv 
— dx + ^ 
dx dy 


'*!') +* (£ 


dx-^^^dy) =^udv-{-vdu. 


’“The derivative f'{x) is sometimes called the “differential coefficient”; it is 
the coefficient of the differential dx in the differential of the function y=f ix). 
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Again, if z =/(«), then 

and 


dz du 


32 3 a 


and 


^ 32, dz 

dx dy 


dy=f\u) (' 


du j du , 

£''='+r/*' 




A good practical method of differentiation is to split up the given 
function into groupings of functions u^ %\ w, , each of which in- 
volves only one of the variables x and y. The differential of the 
function is expressed in terms of the' differentials of UyV, w\ by 
the above rules. The latter differentials are then given by ordinary 
single-variable \derivatives 3 e.g. the standard forms 

■ ' ' ■ ' dx 

, d(6®)'=e®da;; d'(log:r)=-^,, . 

and similar results in t-he variable'^. Finally ^ it is to be noticed that 
du 

the result d (logti) = — provides a method of logarithmic differen- 
tiation. For example, if u, v and w are functions of a: and y and if 
z =— , then on taking the logarithm , 


and 


log z =log u + log V - log w 
dz^du dv dw 
z'^ u V w 


The practical technique of differentiation is iUustrated by the 
following examples. Each result can be checked by using the 
partial derivatives already obtained (12.2 above). 

Ex. 1. z==x^+2xy-y^. 

Here dz=^d{z^) +2d{xy) -d(y^) 

== 2xdx + 2 {x dy -^ydx) -'2ydy 
=2{xi-y)dx + 2{x-y}dy. 

^2 


Ex. 2, 


z — 


Here 


dz = 


x-y + l 
(x -y + l)d(x^) -xH{x-y-\’l) 
{x~y + lf 

{z-y + l)2xdx-x^{dx-dy) 
[x-y+ Vf ’ . 

x{x -2y + 2)dx dy 
{x-y^lf 
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Ex. 3. 


So 

and 


2= log (a;* +2/®). 

2=IogM where v,=x^-vy^, 
j du d{x^+y^) ^xdx+ydy 

dz^ — =2 — T— — s — . 


u 




x^+y^ 


Ex. 4. 


’.=x^'sj 


x+y 

x-y' 


So 

and 


log 2 = 2 log a; + 1 log (a; + 2 /) - J log {x-y), 




dx 1 d{x ^y) ld{x- y) 


z X 2 x+y 2 x-y 
_ 4i{x^ -y^)dx -hx{x -y){dx + dy) -x{x+y) (dx-dy) 
2x{x^-y^) 

{2x^ -xy ~2y^)dx •^'X^dy 


x{x^ -y^) 


i.e. 


dz~ 


Jix+y) {x-yf 


{{2x^ -xy- 2y^) dx + x^dy). 


13.4 Differentiation of functions of functions. 

^z dz 

The differential <^ 2 =— + — % is defined for a function of two 
dx oy 

independent variables, dx and dy being then arbitrary increments. 
But exactly the same formula can be shown to give the differential 
of a function in which the variables x and y are not independent 
but dependent on some other set of variables. In this case, dx and dy 
are no longer arbitrary increments ; they are proper differentials 
depending on the arbitrary increments in the actual independent 
variables defining x and y. The proof of this extension of the 
differential formula is too involved to be given here.* It can be 
assumed to hold at least for ordinary continuous functions. Hence, 

The differential of the function z=f{Xy y) is given by 

dz dz 

dz-^dx + -^dy 
ox dy 

whether the variables x and y are independent or not. 

The extended formula is of importance in the evaluation of the 
differentials, and hence of the derivatives, of various types of 
functions of functions. The simplest case of a function of a function 

* See, for example, Phillips, A Course of Analysis (1920), pp. 229-31. 
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lias already been, considered. ^ If where tt.is .a .function, of 

a; and f,,tlien we have seen that 

dz==f'(u)du 


and 


dz ' du dz 


We can now pass to the two most useful cases of more complicated 
functions of functions. 

In the first case, z is a given function of two variables x and y 
which are themselves given functions of a sin.gle independent 

dz 

variable t. Hence, z is a function of t and the derivative -3- is 

at 

0z dz 

required. Write z=f{x,y) with, partial derivative — and 

dx ^ 

Further, write x=<f>(t) with derivative = and y = ^{t) with 

7 Cvt 

derivative ^ = Then 


dx By 


where 

So 

Le. 


dx = <j>'{t)dt and dy=^'{t)dt. 
dz = < 




The ratio of the differentials dz : dt is to be interpreted at once as the 
derivative of z as a function of t. With a small notational change, 
the derivative can be written 

dz__dzdx dzdy 
dt '^dxdt^ By dt 

This result is a very simple one and, in practice, all we need do is 

dz dz 

to write the fundamental formula dz^^^dx + —dy, divide through 

by the differential dt and interpret the ratios of differentials as 
derivatives according to the definition of the problem. As a par- 
ticular case, if z=f{x, y), where is a given function of a;, then 

dz dz dzdy 
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' In the second case, z is a giTen function of two variables x and y 
wMch are themselves functions of two independent variables u and v. 
It is required to find the partial derivatives of z considered as a 
function of u and v. Write z =^f{x^ y) where x — <j) {u, t;) and y=:ip {u^ v), 
all functions having known partial derivatives. 


Then 


where 

dx=^ 

So 

dz — 


dz=::^dx + ^dy, 
dx dy 


dx j dx ^ 
— du + i^dv 
ou ov 


and dy=^du + ^dv. 
^ du dv 


, I dz dx dz dy\ ^ fdzdx dz dy\ _ 

The partial derivative of z with respect to u is the ratio of the differ- 
entials dz and du when v is kept constant, i.e. it is the first bracket in 
the above expression for dz. The partial derivative of z with respect 
to V is obtained, in the same way, as the second bracket in the ex- 
pression for dz. Hence, 


dz ^dzdx dz dy ^ 32; ___ dz dx dz dy 
du dx du dy du dv dx dv dy dv 

These results are again very simple. In practice, we divide the 
dz dz 

formula dz~^dx-{-—-dy through by either du or dv and interpret 
dx dy 

the resulting differential ratios as partial derivatives. 

The basic form of the differential formula is thus capable of 
dealing with various types of functions of functions ; it is merely 
a matter of making the interpretation appropriate to the case under 
consideration. This is a striking illustration of the flexibility of the 
differential notation. Our results are still limited, however, to the 
case of single-valued functions and it remains to extend the appli- 
cation of differentials in the construction of a theory of multi-valued 
and implicit functions. 


13.5 Differentiation of implicit functions. 

Two variables x and y are related by a given implicit relation 
/(^5 2 /) = 0. In general, we now have y as a multi-valued function 
of X and x as a multirvalued function of y. The simplest method of 
dealing with such a relation is to introduce a third variable a: which 
takes its value ixom f{x, y) for any values of x and y whatever. The 
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single- valued function z=:f{x^ y) has the given iinplicit fiinctioii ,„as 
its ' Zero contour by z = 0, i.e. the given implicit function can be 
studied by relating those values of x and y which make 2; equal to 
zero in the explicit function z =/ (a?, «/). 

As X and y varj^ in any way, independently or not, the variation 
of z=f{x, y) is given by the complete differential 

dz=f^dx+f^dy 

where /a, and fy. are the partial derivatives of f{x, y). If (x, y) axe 
values making z=zO and if dx and dy are variations from: these values 
keeping z == 0, then dz = 0 and 

fxdX’i-fydy=0 

is the relation between the differential increments satisfying the^ 
given implicit function /(a:, 2 /)= 0. Hence, 

and 

dx- f, dy- U 

Starting from a given point {x, y) satisfying the relation /(x, t/) = 0 
and remaining on one branch of ^ as a function of x, let Ay be the 
increment in y corresponding to a given increment Ax mx. Then, 
by the definition of differentials, the ratio %: da; written above is 
the approximate and limiting value of the ratio AyiAx when Ax 
is small. Hence, the ratio dy : dx can be interpreted as the derivative 
of 2 / as a function of x given by /(a;, y) =0, taking only one branch of 
this function through (a;, y). In this way, the notion of a derivative 
is extended to apply to multi-valued, as well as to single-valued, 
functions. The ratio dx : dy is interpreted, in the same way, as the 
derivative of a; as a function of y given by the same implicit function* 
Hence, 

The implicit function f{x, y)~Q gives y a function of x with 

derivative ~ = -j- at the point (a;, y), and it gives x as a function 
dx f 

of y with derivative at the point (x, y). 

The two functions are^ inverse to each other and it is seen that one 
derivative is the reciprocal of the other. 

One point must now be stressed most strongly. The derivatives 
di/ dx 

^ and y , being expressed in terms of the partial derivatives of 
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f{x, 2 /)= 0 , are ihemsehreB functions of both x and y. The derivatives 
differ, therefore, froni those of single-valued functions and the reason 
for this is not difficult to see. If is a single-valued function of x, 
then it is sufficient to fix a value of the corresponding value of y 

and of the derivative ~ being uniquely determined. The derivative 

of a single-valued function of x depends only on x. But, if ^ is a 
multi-valued function of x^ it is not sufficient to fix a value of x since 
this still leaves several equally possible values of y at choice. The 

dn 

branch of the function, and hence the derivative ^ , can only be 

determined when the starting-pomt is specified as regards both x 
and y. The derivative of a multi-valued function is essentially 
dependent on both x and y. 

These remarks can be illustrated by the simple relation 
Here f{x, y) =^x^ + y^-l% and f^ = 2x, fy = 2y. 


So 


d%i cc 

-- at the point (x, y), 
ax y 


The values {x, y) must, of course, satisfy the given relation. In this 
case, y is a double-valued function of x and it is possible to separate 
the two branches : 

y=zjl^-x^ and 

On the positive branch, we have the single-valued function 

which has derivative, at any value of x^ given by 
dy ^ ^ 

dx 


n/ 16 - 


2 / 


On the negative branch, y= VlG-x^ with derivative 

dy X ^ X 
dx^ y' 

For a given value of x, therefore, there are two different values of 
^ , one for each branch of the function. But both values are included 

dx j 

CL%i it/ 

in the general result ~= — ; the implicit form of the function and 
ax y 
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of tlie derivative expression has thus great advantages even when 
.the branches of the function can be separated. 

The derivative of an implicit fan.ction given by a relation/{a?j = 0. 
is evaluated at once from the partial derivatives of the expression 
f{z, y). In practice j however , it is often better to differentiate 
f{x, y)=0 as it stands according to the method indicated in the, 
foilowing examp,les. 


2z'h4y-hl-0 gives y m a double-vaiued 
-2^:+ %-f 1, 


Ex. L The relation +y 
function of x. From 

fix,y)=x^4-y 
we have f^==2{x-l) and + 

dy _ x-l 
dx + 2 ’ 

Atemativeljj differentiating the relation as it stands. 


So 




dx 


=0, 


i.e. 


i,e. 


2a:+22/^-2-r4f^=0, 
dx dx 


dx 


x-1 

'yT2 


as before. 


Ex. 2. The relation x^+y^ - Sxy =0 gives as a triple-valued function 
of £C. 'Fmmf{x, y) =a:^ -Zxy, v*e have 

= and fy = dy^Sx, 


So 


Atematively 


dx 


x^-y 




I.e 


which gives the same value of the derivative. 

The second derivative of an implicit function is defined and 
obtained from the first derivative. y)=0 gives y as a function 

of X, then from ^ , we obtain 

dx fy' 


d^y 


A 

dx 


\fyj IdxXfyrdyxjyj 


%■ 

dx 


M.A. 
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dx 


f fx\ _ fxxf V fxvfx J ^ (fx 

\fj~ // 92/ V. 


fxvfv -fvvfx 


dy 




Substituting these expressions and the value of ^ , we have 

f fxxfv ~fxyfx _ fxvfv ~fvvfx fi 


dx^ 




// fv. 


= -rz(f^xU-2fM+fvvfx^)- 

Jv 

The second derivative thus involves the first and second-order 
partial derivatives of f(x, y) and is a function of x and y. For 


dy 


X 


• example, the relation x^-\-y^ — l% gives and 

(hx y 

■xi-{y)\ 


dx^ 


~ dx \y) y^ 


d 


dx 


(x) 


dx 


_1 


% 

' dxj 




x^ + y^ 

yZ 


16 

yZ' 


In diagrammatic terms, the implicit function f(x, y) = 0 is repre- 
sented by a curve in the plane Oxy, In general, one branch of the 
curve passes through a point {x, y) satisfying the relation and there 
is a definite tangent to the branch at the point. The tangent gradient, 
referred to Ox, is then given by the value of the derivative 

|=-| at (»:,!,), 

Further, the curvature of the branch at the point is indicated by the 


value of ^ at (x, y). 
dx^ 


Our previous discussion of the applications of 

derivatives now extends at once to the case where we have a 
curve with an implicit and multi-valued equation. It must be 
remembered, however, that the results refer only to a single branch 
of the curve, the branch passing through a specified point [x, y). 
The equation of the tangent at a point {x^, y^ on the curve 
f(x, y) = Q is readily obtainable. The tangent is the line passing 
through the pomt (oji, y^ with gradient to Ox given by the value of 

j ^ 

~= - “ at this point. The tangent equation is thus 

dx Jy 


y 


-2/x=(- 




Ar 


i.e. 
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where and are the Tallies of the partial deriTatives of f{x, 
at the point This is a generalised form of the tangent 

equation preTionsIy obtained (6.5 above). 

For example^ in the case of the circle with equation 
^2 ^ ^2 „ 2ar + -f 1 =0, 

we have /a:i = 2(aq-l) and + 

The tangent at (x^, yj) on the circle has equation 

(Xi ~ 1) (x ~ Xi) -f (^1 + 2) (t/ - i/i) = 0, 

Le. (^i“l)^ + (!/i + 2)t/==Xi2 + t/j2„a:i + 2yi. 

Since the point (x^, y^) lies on the circle, we have 

+ - 2xi + 1 =0, 

ie. Xi2 + ^i2--Xi + 2^i=Xi-- 

The equation of the tangent is thus 

(xi-l)x + (^x4-2)^=xi- 2^1-1. 

13.6 The differential of a function of more than two Tariables. 

The definition of a differential extends at once to the case of a 

function of more than two Tariables. The variation of u=f{x, y, z) 

as the independent variables vary is given by the differential 

^ du y du y du j 
(iqi——dx + — dy + — dz, 
ox 

This implies that, if dx, Ay and Az are arbitrary small increments 
in the independent variables, then the increment in ^ is approxi- 
mately 

. du . du . du , 

Au=—Ax+ — Ay + — Az. 
dx dy dz 

The complete differential is again the sum of the separate (approxi- 
mate) variations due to changes in x only, in y only and in z only. 
The differential formula again extends to the case where x, y and z 
are no longer independent variables and it can be used to give the 
derivatives of functions of functions of various types. 

The variation of variables x, y and s connected implicitly by some 
relation /(x, s) = 0 must satisfy 

fxdx+fydy+f,dz=Q, 

where and are the partial derivatives of /(x, y, z) . Regarding 
2 as a multi-valued function of x and y defined by this relation, we 
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obtain the partial derwative ~ as the value of the ratio dz i dx fot 


y constant. 


Putting d 2/=0 in the above eqiuation, we have 
fxdx+f^dz=0, 



f-) 


_l 

dx ~ 

\dxj y constant 


dz 

(-) 

A 

dy- 

\dy/ 35 constant 

A 


i.e. 


Similarly 

In diagrammatic terms, a three-dimensional surface with equation 
in implicit form f{x, y, z)==0 has gradients (referred to Oxy) in the 
two fundamental directions given by the above ratios of partial 
derivatives. The tangent plane at (ci?!, yi, Zj) thus has equation 


( -4) (a; _*,) + ( {y -y,) (see 12.5) 


i-e- ' 

More generally, for a function y—f{xi, ojg, ... x^) of n independent 
variables, we define 


dy=^dxi+^dx^ + . 


dx^ 




The complete differential contains as many additive terms as there 
are independent variables. The interpretation and application of 
this formula are exactly similar to those already discussed in the 
simpler cases above. 

y, The substitution of factors in production. 

The production function x=f{a^ b) for two variable factors of 
production gives a system of constant product curves 

jp (a, 6) = constant. 

In the normal case, one curve of the system passes through each 
point {a, b) of the positive part of the plane Oab and is downward 
sloping and convex to the origin (at least over a certain area of 
the plane). Differentiating and denoting marginal products by 
' dx dx 

/.=5jwd/.=^, 

fada+fidb=0 

is the (approximate) relation between increments da and db in the 
factors along the constant product curve through {a, b). This 
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iDelation Molds for any point (a, 6),wa care to select. , . Hence^ the 
tangent gradient of the constant product cnrre through, &), is 

d(t 

when referred to the axis On. In the normal case and over the 
relevant area of Oab, this gradient is negative and its numerical 
value is termed the marginal rate of substitution of the factor B for 
the factor A in the production of the good X : 

da~U- 

The value of r depends on the combination of the factors considered, 
i.e. is a function of both a and 6. It r epresentaJ ^he-^ddltioM^^memt 
o f the factor B, from the g iv en combmation-Of iactomi necessary to 
aamuitain product unc hanged when jb sm^ unit reduction is mat^ 
Jn the use of tl^ factor ri. 

Since the constaSi'^rdduct curves are convex to the origin in the 
normal case, the value of r must increase as b increases (and a 
decreases) along the constant product curve. The convexity con- 
dition is thus the expression of the principle of increasing marginal 
rate of substitution, of the assumption that it becomes increasingly 
more difficult to substitute B for A as the substitution proceeds. 
The interestmg point now is to determine how fast r increases,, i.e.^^ to 
measure the “ elasticity ” of substitution. For any change from 

(u, b) along the constant product curve, d (-) represents the in- 

\a/ f'* 

crease (or decrease) in the use of B as compared with that of A and 


dr=d corresponding increase (or decrease) in the marginal 


rate of substitution. The ratio of these differentials, expressed in 
proportional terms to make them independent of units of measure- 
ment, is defined as the elasticity of substitution between the factors 
at the combination of factors considered. Hence, 


Dbitnitiof : The elasticity of substitution between A and B is 



r 


where the differentials correspond to a variation along the constant 
product curve through (a, 6). 
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In diagrammatie terms, a appears as the ratio of the relative 
increase in the gradient of OP to the relative increase in the tangent 
gradient of the constant product curve at P as the point P moves 
along a constant product curve in the plane Ooh, 

The value of a can be written in terms of the partial derivatives 
of r or of the production function itself. We have 


^ [b\ adb-bda 


Bt Bt 

and dr=^zr da + irrdb, 
Ba Bh 


f 

But db:= - da=z da, and so 


\a 


ar-^b 


Hence, 


da and dr~ 
T ar + b 


Bt Br\ 


da. 


ab Br Br 
^ Bb Ba 




Evaluating — = 7^ (fyl terms of the first and 

Ba Ba KfJ Bb Bb \ fj 


U 


second-order partial derivatives off{a, b), it is found that 

faM^fa + bf^) U ^ 

abT 


wiiere 2"= ~(/aa/6^~2/^6/J6^-/&&/a^)• 

From this last result, it appears that, although a has been defined 
for the substitution of B for A, the same value is obtained when 
the substitution is of A for B, The elasticity of substitution is 
symmetrical with respect to the two factors. 

The curvature of the constant product curve at (a, b) is 

da^ da \da) da^^ \9a Bb da) Bb Ba 

d^b 

Hence, cr is a positive multiple of the reciprocal of i.e. it is 

positive and inversely proportional to the curvature of the constant 
product curve. The larger is the value of <7, the flatter is the constant 
product curve and the more slowly does the marginal rate of substi- 
tution increase as B is substituted for A. '^he magnitude of a is 
thus an indication of the ease with which product can be maintained 
by substituting B for A. There are two limiting cases. If A and R 
are perfect substitutes, so that product is maintained by increasing 
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M3 


B in proportion as -4 is decreased, then the constant product curve 


^ . .. #6 

is a straight line, is, zero and o- is mfinite. 


If 4l and B are entire! j,- 


incapable of substitution, being needed in. a .fi.xed proportion, then 
an increase in one of the factoid from this proportion must leave 
product 'unchanged. The coiist.ant product curve has a right angle 

at the point concerned, ^ is infinite and a is zero. As 0 increases 

from zero to infinity, substitution between the factors becomes 
increasingly easier. 

, So, the elasticity of substitution a varies from one combination of 
factors to another, is independent of the units in- which factora and 
product are measured, is a symmetrical relation between the factors, 
is positive for all normal combinations of factors and varies from zero 
to infinity according to the ease with which one factor can be sub- 
stituted for the other in production. 

’ When the production function is linear and homogeneous (constant 
returns to scale), u becomes of simpler form. Since 


faa~-~ ^fab 
U/ 


and 




(12.8 (4) above) 


we have 


and 


{a^U + 2abfJ, + (a/, 4- bf,)^ 


(J = - 


fafb 


. fafb 

'^fai 


(by Euler’s Theorem). 


Wa + bfb)fai 

Using the alternative notation for partial derivatives, 

dx dx 
da db 

0r = — ■ 

^ dadb 

When there are constant returns to scale, a is inversely proportional . 
to the cross second-order partial derivative of the (linear and homo- 
geneous) production function.^** In the particular case w-here the 

production function is it is easily seen that r = 

and that 0 '= 1 at aE points. 

* It was in tliia form, that cr was first defined by Hicks, The Theory of I?' a^es 
(1932), pp. 117 and 245. See, also, Bobinson, The Ecmmnias of Imperfect 
Competition (1933), pp. 256 and 330, Lemer and Kahn, iVofes ow 
of Substitution, Beview of Economic Studies, 1933.. 


a b 
1 - « a 
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' Sttbslitiition in other economic problems. 

Exactly similar definitions can be given for the marginal rate and 
elasticity of substitution for an individual consumer’s scale of 
preferences. A system of indifference curves for two goods X and Y 
is defined by the equation 

^ ^) = constant. 

The tangent gradient to the curve tbrougb the point (x^ y) is 


dx 

In the normal case, the curves are downward sloping and convex to 
the origin. The marginal rate of substitution of the good Y for the 
good X in consumption, defined as 

dX (j>y^ 

is thus positive and increases as the substitution of Y for X proceeds. 
It is to be noticed that B is the ratio of the '' marginal utilities ” of 
X and Y and independent of the form we assume for the individual’s 
utility function (see 12.8 above). But there is no need to consider 
marginal utility ” at all ; the expression B is sufficient for the 
description of the indifference map. The elasticity of substitution 
between X and Y is then defined as in the production case, taking 
values between zero and infinity according to the ease with which X 
and r can be substituted in consumption to maintain a given level 
of indifference.* 

A similar analysis applies for a consumer’s preference scale for 
incomes in two years. If x and y are the amounts of this and next 
year’s incomes, we have an indifference curve system given by 

^ (cr, t/) = constant. 

The marginal rate of time-preference is defined as the numerical 
gradient of the indifference curve through (a:, y), reduced by unity f 

* See Hicks and Alien, A Becomidemtion of the Theory of Value, Economica, 
1934. 


f The reduction of ^ by 1 is made since we wish to define a zero time- 
preference as the case where an equal addition to next year’s income compen- 
sates for a given reduction of this year’s income, i.e. where ^ = 1. This 

is only a matter of the scale on which time-preference is measured. 
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/The eiasticitj of siibstitiitioii betw^n the two incomos is tien. 
defined exactly as before. 

Tbe same concepts are also of use in other problems, e.g..,M 

problems iiiYolTmg the notion of a transformation function ' (see 

11.7 ’aboYe) . If two goods are produced with' giYen resources so that 


F(x, y)=0 

is the relation between the' outputs x and y, then the expression 


(Jj) 

\ dxj 


= — gives the marginal rate of substitution of J production 


for X production. Simfiarly, if x and y are this year’s and next 
year’s incomes obtainable j&om. -given resources, the expression 
written is the marginal rate of return over cost. The corresponding 
elasticities of substitution then follow' as before except that a 
negative sign must be added, the transformation curves being 
concave, and not convex, to the opgin in the plane Oxy. 


Further consideration of duopoly problems. 

In the duopoly problem with conjectural variations zero, as 
analysed in 8.8 above, the reaction curve of the first duopolist 
gives x^ as a function of x^ defined by 


f{x^,z^) = iP{x)+x^ils'{x)-^=0. (wherea:=a^+a;2) 

cLXi 

The equilibrium outputs are then determmed by the intersection of 
Cl and the similar curve Cg for the second duopolist. For stable 
equilibrium, we require that Ci be downward sloping with a gradient 
(to the axis Ox^) less than unity and similarly for Cg. It is now 
possible to mvestigate the implications of these conditions. 
Diflferentiating the above implicit relation, 


dxi 

dx2 


/gjt 


ijj'jx) +Xiljj"{x) 


where 


2il/'{x)+Xiils''{x) 

d^Ui 

l}t'{x)+Xj_^"{x)' 


dx^ 


l+p' 


dx 

Hence, is negative and numerically less than unity provided 
that p is positive. It is assumed, in the normal case, that the 
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demand fonction p = ifs{x) is decreasing and that marginal cost 

is increasing. It follows that the numerator of p is positive, 
condition we require then reduces to 


dx-^ 

The' 


lp'{x)'\-Xj^ifs"(x)<0, 

which is satisfied either if ^"{x) is negative or if though 

positive, is less that — { - ip'{x)}. These alternative conditions apply 

to the convexity of the demand curve and one or other is satisfied 
in many cases of demand laws, e.g. in the case of the linear demand 
law p=^ -OCX, 

A rather more complex duopoly problem is the following. The 
first duopolist is assumed to act as before, expecting his rival’s 
output to be unaffected by his own actions. The reaction curve 0^ 



dx *■ 

is then obtained with gradient as given above with value lying 

between ~ 1 and 0 in the normal case. The second duopolist is 
assumed to forecast correctly the effect of his own actions on his 

dx 

rival’s output, i.e. Ms conjectural variation is ^ as obtained from 

dx^^ 

(7^, The second reaction curve gives x^ as a function of % defined by 
4i{x) +Xs^f{x) (l +^) • (where x=Xt,+X 2 ) 
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d“X 

Since ifs'{x) < 0 and 0 < i + < 1 , the left-hand side .of this equation 

(XXtt 

is greater than the form {^(x}-^X 2 ^'{x)} in the case where Ms con- 

dll'. 

jectnral variation i,s zero. Hence, for any given must be: 

greater than before and, since this is assumed to be an increasing 
function. of the value of ^2 must be greater than before. The 
new reaction curve is thus farther to the right than the old curve 
(72, 0^2 being horizontal .as in Fig. 85. If % and are the old 
equilibrium outputs, and x-^ and x^ the new, it follows that <% 
and The second duopolist gains by being '^ alve’* to' his 

rivaFs reactions. Further, since has a numerical gradient (to Ox^. 
less than unity, the sum of x^ and is greater than the sum of 
% and ^ 2 , at least for a small shift in G^. The Joint output is greater, 
and the common price charged by the duopolists smaller, than in the 
previous case. 


EXAIIPLES Xni 


Differentiation 


1. If and k are increments in x and y from the point (a?, y), JSnd the 
increment in s = as* + 2xy - 1 /® in terms of x, h and k. What is the difference 
between this increment and dz"t Show that the difference is of the second 
order in h and k. 


2. Write the equation of the tangent plane at (a, 5, c) on the surface 
z =f{x, y) and show that the increment in the height of the plane when incre- 
ments dx and dy are given to x and y from (a, 6, c) is dz. Hence illustrate the 
approximation of dz to the increment in z. 


3. Evaluate Ae differentials of z^x^’r-y^-dxy ; z='dx^ + y^' ; z = ; 

X 

z=log . 

^x + y 


4. Obtain the differential of s = (« 4- y) {x ~ y) by logarithmic differentiation 
and cheek by differentiating z = x^-y^ directly. 

5. Take logarithms and differentiate z = (x-hy)^x ~~ y and z = (x-hy)e^^» 


6. Find the differentia! of u={x^ + 2xy - 

7. Show that f{x, y)=f (0, 0) + x/^'(0, 0) 4- t/Zy'CO, 0) approximately when 
X and y are small. Deduce that, for small values of x and y, 

^ = approximately. 

l^x-y 

Find the difference between these expressions in terms of i?? and y. 
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8. Show that 


x + y 


= + approximately when x and j/ are each 


iTTZ'^y, 


nearly equal to 1. What error is involved in the use of this approximate value 
when a;= 1*2 and 2 / = 0-9 ? 

9. The volume of a right-circular cone of base radius x and height y is 
If a; is estimated as a with an error of h and y os h with an error of 
show that the error in the estimate of the volume is ^ 7 ra{%hh-\-ah) approxi- 
mately. 

10- For the cone of the previous example, show that the proportional 

j^X ^' 2 / 

increase in volume is approximately 2 — + — when x and y are increased by 

Ax and Ay. Deduce that a 1 per cent, increase in base radius increases volume 
by the same percentage amount as a 2 per cent, increase in height. 

11. 1£ pv = at is the relation between the pressure (p), volume {v) and tem- 
perature {t),of a gas, a being. a constant, show that the proportional increase 
in volume is approximately equal to the diSerence between the (small) pro- 
portional increases in temperature and pressure. Deduce that a simultaneous 
1 per cent, increase in temperature and pressure leave the volume approxi- 
mately xmaltered. 

dz 

12 . From the expression for dz^ find -j- when z — x^ + y^ where a; = 1 + i and 

ctt 

y=l-t. Express s as a function of t and check your result by direct 
derivation. 

dz 1 

13 . Evaluate -7- if s = , where x = and y = 

dt x^y ^ 

14. Find ~ and ^ if z = log(x - y), where x = - and y — ^. 

du dv ov ^ ^ u 

fimction of u and v and cheek by direct partial derivation. 

15 . If z^f{x, y), where x—a + at and y = hr\- pt, show thatj 


Express ^ as a 


dz 

dt 


dz dz 
‘ dx~^ ^ dy 


, d^z d^z d^z ^ 

and ^ = a2^ + 2aiS— 

dt^ dx^ -dxdy 


16. If z =f{Xf y), where x = au+ av and y=zbu + ^v, show 

dz dz . dz , dz dz . dz>^ 
du dx dy dv dx ^ dy 

Generalise by finding the partial derivatives of f{x, 2 /, 2 , ...) as a function of 
u and V a x = au-h olv, y — hu-h'piVy z^cu + yv, ... . 

dz 

17. Find when z^f{x,y), where x and y are functions of t and show that 


d^z 


dH/dx\^ . ^ d^ dxdy 


dx^ 


(i)' 


+ 2 


+ 


dxdy dt dt dy' 


^(Py 

dy^ \dx) dx df^ dy dt^ 


18. A fimction f(x, y) is homogeneous of the rth degree if/(t^, v) = X^f{x, y) 
where ^=Aa7 and v = Xy. Differentiate each side with respect to A, put A = 1 
and show that 


="£+ 2 /^= »•/(*, 2 /) 


(Euler’s Theorem) 


dH dH dH 

x^ — + 2xy ^ = r (r - l)f(x, y). 


dx^ 


dx dy ^ dy^ 


and 
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19. If z=/(a;, ^), where x^Xx^ and y = vary in a fixed proportion, 

eonsider z as. a feaction of A and show that ^ { a? 4 -|/ J . If c = - 

^ ^ ^ dk X \ cz ^ dyJ „ z dk 

is the, elasticity of s=/(a?, y) for proportional variation in x and f , show that 
dz dz ^ 

y -^=€2. If the fiiD.ctio,n is homogeneous of degree r, s.how that € = r 
and so deduce Euler’s Theorem. 

20* Find ^ .and ^ from the implicit function (x - a).® + (y ~ 5}® = c®.. 

2L If or® + 2hry + + 2grr 4" 2/3/ *f c = 0, show that and 

evaluate the second derivative. ■ 


22. Find ^ and ^ when ar® + y® - = 0. Show that y is a maximum 

when a;=^2. Interpret in terms of the graph of the function, 

23. If 4- ys ^ jjjs _ 3^ — 0 defines 2 as a function of x and y, find ^ and 5?, 

OT 

Deduce the second-order partial derivatives of z. 

24. Given /(r, y, z) = 0, find the first and second-order partial derivatives 
of IS as a function of x and y. 


25. If r® 4 - 2 /® - 2ax 4-1 = 0 defines y as a function of x, a being a constant, 
show that 2ry ~ 4 - a;® - y® ~ i = 0. 

26. Show that the tangent line at (x^^y^ on the curve aa;®4-53/®=c is 

axXi’{-byy^-=Ct and that the tangent plane at on the surface 

oa;* -5- 63/* -i- cs® = d is axx^ 4- hyy^^ 4- czz^ — d. 


27. Explain the meaning of each of the six partial derivatives, of one 
variable in terms of another, obtainable from the implicit function /{r, y, z) = 0. 
Express each in terms of the partial derivatives of / and deduce that 

02? dy dx _ j 
dy 8x dz 

28. Two relations ^ (x, y, 2;) = 0 and ^{x, 3/, z) = 0 define y and z as functions 

of X. DiSerentiate each relation and obtain expressions for ^ and ^ in terms 
of the partial derivatives of ^ and ^ ^ 

20. Differentiate the relations a;?/ 4- 3/2 ~ 2?® = 0 and x^-i-y -z~0 to give 

~ and . Solve the equations to obtain y and z explicitly in terms of x and 
dx dx 

obtain the derivatives directly. 


Economic applications of differentials 

30. If x=f{a, b) is a linear homogeneous production function, show that 
the marginal rate qf substitution between the factors depends only on the ratio 
5 : a of the factors used. Verify in the particular oases 

2Hab-Aa^-Bb^ 


X — \/2Hah - Aa^ ~Bb^ and x = 


Ga + Db 


31. Show that the property of the previous example is also true of the 
quadratic homogeneous production function and illustrate with the function 
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X ^ 2Sdb ~ Aa^ - ■ Is the property true for any liomogeneoTis production 

ft|nction, e.g. for a;== 

32. If the production, function is x==2H€ib- Aa^-Bb% show that at any 
point (a, h) on a constant product curve 

' " db Hb-Aa ^ d% {H^-AB)x 

da 


Ha^Bb da^ {Ea^Bbf* 

Deduce that the first derivative is negative and the second positive provided 
M A 

that ^ a. Deduce that the constant product curves are of normal 

fo 9 ^ in the area between the lines Hb - Aa = 0 and Ha ~Bb=^0. 


- 1 . 


3. Show that, for the production fimetion x=s/2Hab - Aa^ - Bb^, 

_ Hx^ 

^ '^'~'im--AB)ab 

34. Show that the production function x=Aa°'b^ gives or=l for all com- 
binations of factors. 

35. Show that the elas ticity of productivity, g (10.8 above) is the elasticity 
of the vertical sectioh^oTthe production surface through the axis Ox and the 
given point on the surface. Use the results of Example 19 above to show that, 
for any production. function, 

dx ^ dx 


If u==lod(x-ha)^(^-tb)^ lis one form of a utility function, find the 
marginal rat© orsubstitution between the goods X and Y and deduce that the 
elasticity of substitution is 

__ bocx + afy 
(a + j9).'KJ/ ■ 

\ ' 

i37. If ax^ + b^^ constant is the transformation function for two goods 
X and Y, show that the marginal rate of substitution of F production for 

X production is ^ and that the elasticity of substitution is always unity. 

^ 38, Two goods X and F are produced jointly with the aid of two factors i 
A and B, Technical conditions define a relation f{x, a, b) = 0, so that I 
(e.g.) the production of F is determined if the amounts of the factors used and ■ 
the production of X are given. Show h ow a and 6 can be used as parameters 
tojdcscfflfeeuthe shifting of a trans7bfmatiS“cuf^B between X and " F pro- 
duction. What do the partial derivatives”"^^ and represent? 

« 39. Ifj in the problem of the previous example, technical conditions give 
two production functions x=c[){ay b) and y= ^(a, 6), show that 

VdaJ/y constant * i 

and interpret the* meaning of this derivative. 

40, Of the duopolists of Examples VIII, 45, the first acts (as before) on the 
assumption that the second does not change output while the second correctly 
estimates the first’s output changes consequent upon his own changes. Show 
that the total equilibrium output is now approximately 44 sets per week. How 
is this output divided? 


CHAPTER XIV 


PROBLEMS OE MAXIMUM AXD MINIMUM VALUES 


14.1 Paitaal stationary values. 

In our discussion of the partial derivatives of a fonction of two 
variables (12.4 above), we postponed consideration of the cases 
where one or both of the derivatives assume zero valura. Suppose 

now that ^ = 0 and ~ #0 for a function z=f{x, y) at a point (a, 6). 

Then z has a stationary value for variation in x from the value a, y 

d^z 

retaining the constant value b. The sign of ^ at (a, b) determines 

whether 21 is a maximum or a minimum.'*' The vertical section of the 
surface z=^f{x, y) which passes through P (where x=a and y=b) in 
the W.E. direction has a maximum or minimum point at P. 

dz 

In general, the condition — =0 is an implicit relation between 

OX 

X and y represented by some curve ha the plane Oxy, Points on the 
surface z=f(x,y) above this curve correspond to maximum or 
minimum values of z in the W.E. direction. Some of these points 

may correspond to maximum values (satisfying the condition 

d^z \ ^ , 

< 0 I and make up what can be called a ridge line of the surface 
dx^ / 

in the W.E. direction. Others of the points may correspond to 

fd^z \ 

minimum values ( ^ j ^^ad dejSne a trough line of the surface in 

the W.E. direction. The curve in Oxy giving the ridge and trough 
lines of the surface is clearly located on the contour map of the 

* Throughout the present chapter, the possibility that stationary values 
can include points of inflexion, though not overlooked, will not be taken into 
account. 
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The tangent gradient' of the contour through the point 


dx 


dz 

dx 

dy 


dz 


which is zero whenever ^=0. The ridge and trough lines of the 

dx 

surface thus lie above the locus of points on the contour map where 
the tangents are parallel to the axis Ox, For example, in the case 
shown in Fig. 87 below, the line AB across the contour map corre- 
sponds to a ridge line of the surface in the W.E. direction. 

dz dz 

A similar analysis holds if —:^0 and ——0 at any point. The 

function then has a partial maximum or minimum value (according 

d^z\ ^ 

to the sign of for variation, of y alone. The ridge and trough 

lines of the corresponding surface are then obtained in the S.N. 
direction. They lie above the points on the contour map where the 
tangents to the contours are parallel to Oy, The Hne CD across the 
contour map of Fig. 87, for example, represents a ridge line of the 
surface in the S.N. direction. 

The analysis extends without difiSiculty to functions of more than 
two variables. In general, if y~f{x^, x^, ... x^), there are n different 
kinds of partial stationary values, each corresponding to the vanish- 
mg of one of the n partial derivatives of the function. Further, 
though the analysis is expressed in terms of explicit functions, it 
applies equally well to functions written in implicit form. 


14.2 Maximmn and miaimum values of a function of two or more 
variables. 

If both the partial derivatives of the function z=f{x, y) are zero 
at the point (a, 6), then 2 : has a stationary value for variation in 
a; alone and for variation in y alone from [a, b). Further, 

j dz j dz j . 
dxdy 

for any values of dx and dy, i.e. z has a stationary value for any 
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variation whatever, from, tlie point {a, &). Such, a point is said to 
define a stationary value of the fimction. Ignoring the possibility of 
inflexional points* there are three cases to distinguish : 

(1) The value of ^ is a maximum for any variation of x and f from 

{a, b), the surface z=f{x^ y) having a ^"peak’’ at the point 
where x=^a and y=6. 

(2) The value of s is a minimum for any variation* the surface 

having a '' hollow with lowest point whe,re and y=b. 

(3) The value of is a maximum for some variations and a mini- 

mum for other variations from (a, 6), the surface having a 
‘'saddle point*' where and i.e. a point where 
there is a “ pass " over a “ ridge " of the surface. 

The three cases are illustrated in Fig. 86. 



Stationary values, occurring where the tangent plane to the 
surface is horizontal (parallel to Oxy)y are located on the contour 
map of the surface at points where the locus of points with tangents 


parallel to Ox = ^ the locus of points with tangents parallel 
to Oy - There is a stationary value wherever the ridge or 


2 
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troiigli line in the W,E. direction cuts tlie similar line: in the S.IST. 
direction. The lie of the contours around such a point determines 
the nature of the stationary value. If the contours tend to close 
down to a single point as their height increases or decreases, then the 
stationary value is a maximum value of t 3 Tpe (1) or a minimum 
value of type (2). If a contour crosses itself at the point and there 
is no tendency to close down on the point, then the stationary value 
occurs at a saddle point of type (3). The cases are fully illustrated 
by the particular contour maps of Figs. 87 and 88. 

In more rigid analytical terms, the function z—f{x, y) has a 
maximum value at (a, 5) if a; is a maximum for any variation of x 
and y from the values a and b respectively. A minimum value of z 
is defined similarly. Maximum and minimum values together make 
up the extreme values of the function. It is assumed that the function 
and its partial derivatives are finite and continuous.* A maximum 
(minimum) value can occur only if the function is a maximum 
(minimum) in each of the two fundamental directions in which x 
and y vary alone, i.e. only if the two partial derivatives are separ- 
ately zero and the function has a stationary value. To distinguish 
maximum from minimum values, or either from other stationary 

dH dH 

values, is a matter of some difficulty. If — and — are both negative 

at a stationary point, then must be a maximum in each of the 
fundamental directions and it is likely that 2 is a maximum in all 

directions. Similarly, if ^ and — are both positive at such a point, 

then z is likely to have a minimum value for all directions of varia- 
tion. But these results are by no means certain. We must exclude 
the possibility that z behaves differently in some directions as com- 
pared with the fundamental directions. It is shown below (14.7, 
Ex. 3 and 19.1) that 

dx^dy^^Kdxdy) 

is a condition sufficient to exclude this possibility. Hence : 


* As in the one-variable case, a maximum or minimiim value of z=^f(x, y) 
can occur at a point where the partial derivatives are not continuous. Such 
a point is not shown by the criterion below. 
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CRITERION FOB MANBIUM AND MINIMUM YALUBS;.,' 

(!) All maxinnini and minimiiiiGL values of z=:f{Zf p) occur where 
dz=^Q for all variations of z and y, i.e. where 


dz _ dz 
dx By 


= 0 . 


(2) If _ and ^ are negative and such that — ~ at 




a point a;=a, y—h, then /(a, b) is a maximum value of the 
function 


B^z B^z 

If — « and — are positive subject to the same 


3x^ 


inequality at a point y=zb, then f(a, b) is a minimum 
value of the function. 


The first is a necessary condition. The second condition when added 
to the first is a sufficient condition and defines situations in which 


only a maximum (or only a minimum) value can occur. But the 
condition is not complete ; it is not necessary and sufficient. It 

3^ 3% / 3^ \ ^ 

is possible to show that, whenever > then the 

dx^By^ xBxByl 

stationary point concerned is a saddle point. But the case where 


^ is still open and the stationary Yalue concerned 

may be a maximum or minimum value or it may not. 

The criterion holds, in exactly the same form, for functions given 
implicitly. If /(ic, y, 2 ;) = 0 defines 2 : as a function of x and we have 
only to write 


3 ^ 2 ; 3 ^ 2 : _ / BH 
Bz^ 3y^ \3a; By 


fv 


and 

Sy /, 


dx /* 

and the criterion applies. The necessary condition for a maximum 
or mi nimum value of z reduces to f^. =/y =0. 

The criterion of maximum and minimum values can be extended 
to functions of more than two variables, but only as regards the 
necessary condition at this, stage. All the maximum and minimum 
values of 2 /=/(iri, oig, ... rrj occur at pomts where %=0 for all 
variations in the independent variables, i.e. where 

Bxi^Bx^ *’* BXn 
Similarly, ... y) = 0 defines as a function of the other 


= 0 . 
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variables, then the maximum and minimum values of y occur where 

/xi =/a;2 = * • • —/a:,! = 

Sufficient conditions are given later (19.1). 

An important feature of the results here given is that, since the 
differential of a maximised or minimised variable is zero at the point 
concerned, we can treat such a variable as a constant in the process 
of differentiation. Suppose that, in the relation 

/(cKi, 2:)=0, 

the variable y is to be maximised for variation in Xi, ... the 
variable z remaining fixed. Differentiating and putting d 2 / = 0 (since 
y is maximised) and dz^() (since z is fixed), we have 

fx^ dx^ dx^ + .,. dx^ = 0 

for any variations in the variables x^, x^y ... x^- So 

Exactly the same conditions obtain if a; is maximised while y is 
held, constant. There is no distinction, in differentiating, between 
variables which are maximised (or minimised) and variables which 
are held constant. 


14.3 Examples of maximum and minimum values. 

Maximum and minimum values of a function 2 ;=/ (a;, y) are 

• ^z 3z 

located in practice as follows. The equations — = ~ = 0 are solved 

for X and y and each solution examined in turn. In the majority of 
cases, the sufficient conditions (involving the second-order partial 
derivatives) enable us to distinguish maximum and minimum 
values. In some cases where the conditions fail, we can examine the 
contour map of the function in the neighbourhood of the point 
concerned. And, even if the sufficient conditions apply, the contour 
map provides a useful illustration of the situation. The following 
examples illustrate the method : 


Ex. 1. 




Here ~ = and ~=2v. 
ox oy ^ 


There is one stationary value (25=0) occurring where a; = 2 /== and this 
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¥aliie must be a minimum^ since ali other Tallies of z are positive, . The 
sufficient conditions are found to- support this, since 

dH ^ , dH . 

dx^ dy^ dxdy 

The contour map of the function has trough lines along Ox and Oy and 
is shown in Pig. 76 above. 

Ex. 2. z=2x-hy -x^-¥xy -y-. 

3 z 62 

Here ^==-2x + y+2 and ^==a:--2^-fl 

and stationary values of z occur where 

2a; ~ 2 ^ “2=0 and a;“2y4-l=0. 

There is a single stationary value { 2 ;=!), where a;=f and i/=|. 

■ ■ S=-. 


the sufficient conditions show that ; 


r is a maximum value. The contour 
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Ex. 3. 
Here 


z-4:X^ -xy +1/2 -ic®. 

I- 


dx 

dH 


-x-^2y\ 


=2(4~3ir); 


dH 


= -1 and 


92/2' 


sxdy' 

Stationary values of z are given by 

3a;2 -8a;+2/=0 and x==2y. 

On solving (e.g. by eliminating y), we find two stationary values, 2; =0 
where a;=2/ = 0, and z—^^ where a;=f, 2/=f- The first is a minimum 
value of 21 since, when a; =2/ =0, we have 

32^ .V . dH , 92^92^ 1^^/ 92^ 


9a;2 


= 8'>0; 


9y2 


=2'>0 and 


9a;2 9?/2 


V9a;9y/ 


But when x—^ and y =f the two direct partial derivatives of the second 



order are opposite in sign ( - 7 and 2) and the stationary value here occurs 
at a saddle point Fig. 88 shows certain curves of the contour map of the 
function. The curve AEG (the parabola y — Sx-Zx^) represents the 
ridge and trough lines of the surface in the W.E. direction. The part 
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3’ 3:.-® 


>0j is the trough Hue and the , part 
, and is the ridge Mne. The line DM (z=2^) Is 


3 ^ ax 

the trough line in the direction 


dz 

dy' 


=0 and 


d^z 

w 


> 0 ). 


The He of 


the contours about the two points of intersection of the line and the 
parabola show that there is a minimum value of z at the ori,giii. and a 
saddle point at x = f j = f 


Ex. 4. x^ + + 3^2 - 2x -h 2z - 0. 

Taking ^ as a function of x and y, we Hnd 

dz_ X"1 ^ f 

The only stationary values of z^ for variation of x and y, occur at x == 1, 
y 5= 0. On substituting in the original equation, two values of z are found, 
2 := -1 and = Further, we find 


d^z 1 f 

3x2 {32 + 1)2 I 


(3. + I)-3(»=-l)|} 


--i3+p{(3* + I)’+3(»-lB- 


1 

3z+r 


when x = l, y =0. 


Similarly, at the same point, 



and 


1 

ay 2 82 ; + 1 * 


So, when 2 = 1, the direct second-order partial derivatives are positive 

and the cross derivative is zero. By the sufficient conditions, 2 = - 1 is a 
minimum value of z. In the same way, 2 = J is found to be a maximum 
value of 2 . The solution can be illustrated by a contour map of this 
double- valued function (see Examples XIY, 9). 


^^,4 Monopoly and joint production. 

A monopolist produces amounts and Xg of two goods and 
at a total cost of n==F {oc^, Xg). The two goods are related in con- 
sumption and the demands of the market are F 2 ) 

X 2 ^<f> 2 {Pit P 2 )i where pi and p 2 are the prices charged. The net 
revenue of the monopolist is 

y=^iPi + ^2P2-n. 

Making use of the demand relations, this is a function of the two 


n 
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prices. It is taken that the monopolist fixes prices to maximise net 

revenue. The necessary condition for this is 


^ dxj dp, ‘ dxj dp, '' 

■ / dn\dx, ( dn\dx^ ^ 

dxj dpz dx^J dp2 

There are two relations to determine the prices. Subject to the 
prices obtained satisfying the conditions for a maximum (rather than 
a minimum) value of y, the problem is solved. 

To illustrate the solution, a simple case- can be considered in 
which the cost and demand functions are linear : 

"f- j ^IxPx ^nd X^ ^2zP2' 

The average costs of producing the goods can be taken as constants, 
oc, and ag respectively. Denote . 

X,Q^Cl,'- Cl,,(X., — <^2^2 S^nd ir20 ~ ^2 ^12*^1 ”” 

i.e. the. demands when the competitive ” prices (equal to average 
costs) are charged. Then " 

=^10 *“ (i^i “ %) “■ %2 (i^2 ■” <^2) 
and ^2 ~^2o ““ ^2 (jPi ■” '^1) ^22 (i^2 ■“ ^2) 

'^nd the monopolist’s net revenue is 

y =^iPi + ^2P2 - n=^i iPi “ oc,) +-a;2 (p2 - a2)- 

So + + 

= 0 - 2 a,, {p, - a^) - 2a,2 {p^-^ oc^ 
dy 

and = x^Q ~ 2a,2 {p, — a,) - 2a22 (P2 *^2) • 

Putting these expressions equal to zero for maximum net revenue and 
solving, we find the monopoly prices 


dIT] dx. 


dx,J dp. 


4- P2”: 


dn\ dx. 


( dn\dx, f 


Pl=«t+ 


^ 22^10 *" % 2^20 
2 (flSiiffi22 ~ ^*12^) 


and ^)2 = “2 + 


%1^20 "" %2^10 
^ (%1^22 ■" ^ 12 ^) 


Further, = - 2%! ; - 2%2 and ^ 

^Pi^Pz dp 2 ^ 


— Sa.o. 


dp^dp^ dp,^~ ^ ' 

If a,, and ^22 are positive and such that %2^<%i<^22> then the prices 


„ , PEOBLIMS 01 MAXIMUM AM) MIMMUlf VALUES 361 

give a maximimi value of net revenue. Tliese Umitations, on tlie, 
values of tile constants are assumed below. 

Supposes now, that two independent monopolists produce and 
with costs IIi=aiXi and each assuming that the other 

win not change Ms price" and maximising net , revenue. The net 
revenue of the, first monopolist is 

yi=^tPi-ni=3c^iPi-oc^) 

where the demand gives % as before. For a given value of the 

maximum net revenue is obtained when ^=0, i.e. when 

#1 

^10 ^ {Pl “ "" %2 (F2 “ ^ 2 ) == 

Similarly, for the second monopolist, 

^20 %2 {Pl ~ %) ”” 2^22 {F2 *“ ^ 2 ) ~ 

Solving these two equations, the prices charged by the independent 
monopolists are found to be 

Since "“2%i<0 and similarly for the prices correspond 

^Pl ^P2^ 

to positions of maximum net revenue. 

If 0x2 is negative, so that the goods are (in the broad sense) com- 
petitive in consumption, it is seen that the joint monopoly prices are 
greater than the separate monopoly prices ; the eflFect of joint moiio- 
poBific" production^ is to restrict output and raise price. If %2 i® 
positive and the goods are complementary, there are two cases : * 

(1) %2<®22~’ 

*^o *^20 

Here, for the joint monopoly prices, (Pi-oci) and (pg-ccg) are 
positive and both prices are above cost as represented by and ccg. 
It may or may not be that both prices are above those of separate 
monopoly. This case holds when, as in the majority of situations, 

^ Notice that the case where ai2<a22 — is exactly parallel 

XiQ ^20 

with and adds nothing to case ( 2 ) and that it is impossible, since 
for to be greater than both — and — . 

XxQ X 20 
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tLe relation between the goods (as shown by % 2 ) weak as compared 
with the direct price effects on demand (as shown by and a 22 ). 

f 0 

(2) «i 2 <Oii— and 

%0 ^20 

Here, - oci) is negative while (p 2 “ ^ 2 ) positive, i.e. the good Xi 
is sold by the Joint monopolist at a price below cost and certainly 
below the separate monopoly price. It pays the monopolist now to 
use one good as a loss leader ” in order to promote the sales of the 
second good. The conditions for the case are (roughly) that the goods 
are strongly complementary (%2 l^'^g®) ^^^1 that the demand for the 
'"loss leader ” is sensitive to changes in its price (a^ large). For 
example, a monopolist manufacturer of razors and blades may gain 
by marking down the price of razors (for which the demand is 
elastic) below cost to promote the sales of blades (for which the 
demand is less elastic and strongly complementary with that for 
razors).* 


14.5 Production, capital and interest. 

To generalise the problem of 10.3 above, suppose that a variable 
time elapses between the beginning of a production process and the 
final output of a good X produced with two factors A and B. The 
amount of output x depends, according to technical conditions, on 
the amounts a and b of the factors used and on the length t of the 
period of production : 


x=f{a,b,t). 

It is assumed that the prices of the factors are given as p^ and 

the market rate of interest as lOOr per cent, per year compounded 
continuously, all taken (for convenience) in terms of the product x. 
Further, it is taken that the factors are paid off at the beginning of 
the production. So 


xe-^^ 

^Pa + bpj, 


= 6, t) 


(say) 


is the product discounted to the beginning of production as a ratio 
of the cost then incurred. It is assumed that the entrepreneur is a 

*For an analysis of the “loss leader’’ problem, see Boos, Dynamic Eco- 
nomics (1934), pp. 128-47. On problems of joint production, see also Staokel- 
berg, Grundlagen einer reinen Kostentheorie (1932) and Hicks, The Theory 
of Monopoly^ Econometrica, 1935. 


PROBLEMS OF MAXIMUM AND MINIMUM VALUES 363 

monopolist arranging production to maximise y. The variables to 
be chosen are a, b and t and we must have 


da db' 


df 


: 0 . 


Since 
we have 


log y=log x-H -log(ap„ + 

Idy _ldx Pa 

yda~xda opa+bp^’ 

Idy _ldx p^ 

ydb~xdb apa + i>Ph’ 
1 dy 1 dx 


So 


fa- 


ydt 

apa + bptdx 


~r. 


X da’ X db 

are the necessary conditions for a maximum value of y. These 
equations, with x=f{a, b, t), determine the equilibrium values of 
a, b, t and x as dependent on the given values of p^ and r. 

Suppose now that there is pure competition among entrepreneurs 
so that the market rate of interest adjusts itself to make (discounted) 
receipts just cover cost. The given value of r is such that the 
maximised value of y is unity and 

xe-^*=apa + bpi. ■ 


X dt 


and r = 


1 dx 
X dt 


So 


p„ = e-| and 


Production is extended until the discounted marginal products of the 
factors are equal to the fixed prices of the factors. 

For example, suppose that the production function is 

where A is constant and a and j8 are jfixed positive fractions. For a 
fixed period of production and variable factors, there are constant 
returns to scale. The necessary conditions for monopoly equilibrium 
are 


Pa~- 


a 

1 dx 
xda 


1 dx 

X db 


:(1 - a ) 
1 — a 


b 

and 


T 


1 ^ 

X dt 


I 

t 


Since 
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The period of prodnctioii is here determined solely by the rate 

of interest and not by the prices of the factors. The first two con- 
ditions are equivalent and imply that (1 -c()apa equals ccbp^, 

a oc pb 

i.e. T = z 

b l-ocpa 

Only the ratio of the amounts of the factors used is determined ; the 
actual scale of production is immaterial (constant returns to scale). 
The ratio, further, is fixed by the prices of the factors and not by 
the rate of interest. Notice also that 

^ = constant, 

1-a 

i.e, the relative share of the two factors in the product is constant, 
unaffected by changes in their prices or in the interest rate. 

Under competition, with the particular production function now 
assumed, we have the added condition 

z= e-*** = = constant, 

X 

i.e. the combined share of the factors in the product is constant, 
independent of their prices or the interest rate. The share of capital 
(as represented by the entrepreneurs) is then constant also. In the 
competitive case, in fact, the relative shares of the factors and of 
capital in the total product are constant, no matter how the prices 
of the factors or the interest rate change. 

14.6 Relative maximum and minimum values. 

A different problem, that of relative maximum and minimum 
values, arises when we seek the maximum or minimum values of a 
function z—f{x,y) where the variables are not independent but 
related by some given relation ^(a;, j/) = 0. The given relation is 
often termed a side relation. The side relation determines one 
variable (say y) as a function of the other. Substituting, 

(say) 

and our problem is effectively one of maximising or minimising a 
function of one variable. In simple cases, the side relation gives y 

* Compare the results here obtained with those given by Edelberg, An 
econometric model of production and distribution, Econometrica, 1936 . 
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as a single- valued function of x, in which case ip{x) also appears in 
single-valued form and our problem is solved without difficulty. 

In general, the. side relation is multi-valued and a more subtle 
method of attack is needed. But the essential idea is still the re- 
duction of 2 ; to dependence on one variable only. Taking x as the 
independent variable and assuming that aH partial derivatives are 
finite and continuous, the function and side relation give 


dx ‘'*■^•'"(^3: 


and 




So 


dx 


Equating this expression to zero, we obtain : 

The function z=f{x, y) has maximum or minimum values 
relative to the side relation ^{x, y) — 0 only at points where 


This is a necessary condition for maximum or minimum values. 
Adding the side relation, there are two equations to be solved for x 
and y. Each solution is a possible maximum or minimum situation 
and must be examined further. We find 


dx^ dx 



^ 1 ^fxy^sc^v fvv^x^) fy{4^xx4*v^ ^^xy4^x^y ^yy^x^)} 

TV 

on reduction. The sign of this expression at a point given as a 
solution of the necessary condition determines whether the point 
corresponds to a maximum or minimum value of z. 

In diagrammatic terms, instead of locating the peaks and hollows 
of the surface z=:f(x, y), we consider only a definite path on the sur- 
face, defined by the side relation ^{x, 2 /) = 0, and determine where 
the path attains its highest or lowest height above the zero horizontal 
plane Oxy, Using the contour map of the surface, our . path is a 
given curve crossing the contours of the map and we seek those 
points on it where the highest or lowest contours are cut. It is clear 
that, at these points, the given curve touches a contour (see Fig. 89 
below). The tangent gradient of the given curve j/) = 0 is then 
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equal to that of the contour /(a;, «/) = constant, i.e. ( ~^) equals 

' f \ . . 

} wMch is the necessary condition above. 


( 


fv 


For functions of several variables, we seek the maximum or 
minimum values of 2 /=/(aji, ci? 2 > ••• subject to a given side relation 
... a:„) = 0. Tbe side relation gives % as a function of the 
other (ti ~ 1) variables for which 

dXi __ . 

dx^'^ 

Then y is a function of [n - 1) independent variables and 


dy _ . ^ 


dx<. 


■f 3- t -P r ^2 f 


and simitar expressions for the other partial derivatives. At a 
maximum or minimum position, all these partial derivatives must be 
zero. It follows that 


is the necessary condition for a maximum or minimum value of y. 
There are {n-l) equations here and these, with the side relation, 
determine certain sets of values of ojg, ... amongst which are all 
those giving maximum or minimum values of y. Sufficient con- 
ditions for distinguishing maximum and minimum values are given 
later (19.2). 

In a more general problem, the maximum or minimum values of y 
are required subject to r given side relations between the variables 
(where r<n). An alternative method of approach can now be used 
to advantage.* In the case of two side relations 


{x^, x^, ... x^) = 0 and . ^ {x^, x^, ... x^) = 0, 

write X 2 j ... x^) --X^{xi, X 2 , ... x^) -- yiff{Xij x^, ... x^). 

Then z must have a maximum or minimum value for any values of 
A and jm whatever (since the coefficients of A and y. are zero). But 

^ Sx2 "" * * 

* The method, which also applies in the simple case (r = 1 ) already analysed, 
is known as Lagrange’s method of solution by “ xnideterroined ” multipliers. 
See, for example, Osgood; Advanced CalGulns\m^), pp. 180 et seq. and de la 
Vallee Poussin, Cours d^analyse infinithimal, Vol. I (5th Ed. 1925), pp. 147-9. 
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Take the two side relations as giving % and as functions of the 
other (n - 2) variables which are independent. Then we can choose 

A and fi so that the expressions for — and — are zero. For a 

maximiim or minimum value of 2; as a function of the {n - 2) inde- 

B% Bz 

pendent variables, all the partial derivatives ^ , ... must be 

C/Xq ^^4 

zero. In this way, we have altogether n equations : 

= 0 (r = 1, 2, . . . 

These, together with the two side relations, determine certain values 
of A and ja and of the n variables 0^2, ... Amongst these values 
are those which give the relative maximum or minimum values of y 
required. Sufficient conditions cannot be written here. 

14.7 Examples of relative maximum and minimum values. 

The following examples illustrate the practical solution of relative 
maximum or minimum problems. It is important to note, in each 
case, which variables are taken as independent. 

Ex. L To find extreme values of relative to 

+ 2^2 _ 4^ _ 2 y -{-4=0. 

From f(x, y)-x^-¥y^, we have fai- 2 x and fy— 2 y. Again, from 
^(a;, 2/)s=a:2 4-2/^-4a;-2?/4-4, we have ^^==2(0; -2) and ^y^ 2 {y - 1 ), At 
a relative maximum or minimum value of z, we must have 

x -2 y-l* 

Hence, x== 2 y. Substituting in the side relation, 

5?/^ -10y + 4=0. 

So 

The corresponding values of z are 

2 = + 2/2 = 5 (1 ± i)' = 2 (3 ±75). 

By examining the sign of the second derivative of as a function of x, 
it can be shown that the plus sign above corresponds to a relative maxi- 
mum and the minus sign to a relative minimum value of 2. Or, Fig, 89 
shows certain contours of the surface (i.e. circles centred at 0) 

and the curve representing the side relation (a circle centred at a; = 2, 
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y ^ 1). It is seen tliat tMs latter circle touches two of the contours. For 
one point of contact the value of 2; is a relative minimum 

2; = 6 - 2,J6 = 1 *53 approximately, 

which is the square of the radius of the smaller contour touched. For 
the other point of contact 

2: = 6 + 275 = 10*47 approximately, 

the square of the radius of the larger circle touched. 



Ex. 2. To find the dimensions of the rectangular block of maximum 
volume which can be cut from a sphere of radius a inches. 

Let the sides of the block be 2a;, 2y and £2; inches. Simple geometrical 
considerations show that, for maximum volume, the corners of the block 
must lie on the sphere’s surface with diagonals as diameters of the sphere. 
Hence, We require the maximum volume V =^%xyz 

subject to this relation. 

From /(a;, y, z) ^^xyz, we have = %yz ; fy = 80:2: ; = %xy. 

From y,z) =0;^ +212 we have (^y^2y ; ^^ = 2z. 

Hence, for the relative maximum of F, 

4:yz_^4^z 4:xy 
x^ y ^ z ' 

It follows that 

Since o;^ +2 :^ and x, y and z are positive, we find 
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These values clearly correspond to a (relative) maximum volume 

8# 


F = 


3^3' 


The block of maximum volume is a cube of side inches. 

s/o 

Ex. 3. The function z =f{x, y) has a stationary value at {a, b), so that 
fx =fv -^ at this point.* The relation - 

y - b^m(x-a)y 

where m is a fixed value, indicates a particular direction of variation of 
X and y from (a, 6). To find the nature of the stationary value oi'z in this 
definite direction : 

The side relation gives y as a function of the independent variable x 
and we find 

dy 


dx 


=m, (from the side relation) 


and 


^ =fx +/„ ^ =/« + Wv =0. at {a, b) 
^ = (/** +fxv J) + »»» (fxv +f yv 

~fxx ^^fvv 


Jvv' 


f ^ fxv^ 


u. 


(from the original function). 

The sign of this last expression, for the given value of m, determines 
whether z is a maximum or minimum. 

If /a-a; and /yj, are both negative and such that 

f xxfyy^ fxv^i 
d^z 

the expression shows that ^ is negative whatever the value of m, i.e. z 

has a maximum value in all directions from (a, 6). These are sufficient 
conditions that/(a, b) is an (unrestricted) maximum value of the function; 
If /a;® and/j/j, are both positive subject to the same condition, it follows 
similarly that /(a, b) is a minimum value of the function. 

Vfl.S The demand for factors of production. ’ 

The output of a good X when amounts a and b of two factors A 
and B are used is given by the production function x^f{a^ b). It is 
assumed that the prices of the factors are fixed at undp^ and that 

2A M.A. 



I 
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a given output x is required at minimum cost. We choose o, and b 
to minimise n=apa + bpt, subject to f{a, b)=x. Taking a as the 
independent variable, the side relation gives 

da ft ‘ 


So 


dn db fa „ 

is the necessary condition for : 


t wMivn-iwin TV» nrtO'i’. 



fa fb' 


The factors are employed in amounts such that their marginal 
products are proportional to their given prices. Further, 


dm_ d (dm _ m 

da^ ~^da\da / da^ 


d^b 

So, if position concerned corresponds to a minimum 


f cost. The condition implies that the constant product curve at the 
point concerned is convex to the origin. The equilibrium position 
^ is thus stable at all points where the constant product curves are 
j convex to the origm. 

The necessary condition with the side relation determines the 
demainds a and b for the factors in terms of the given values of 
Pa, Pt and a:. The (minimised) cost is then determined in the same 
way. As the given'^utput x is changed, the prices of the factors 
remaining constant, the demands for the factors vary and the cost 
of production varies to give the ordinary total cost function. 

In diagrammatic terms, the contour map of the function 

n=apa + bpt 


consists of a set of parallel straight lines in the plane Oab. The 
contour for fixed cost IJi is a line with gradient equal to ( ) and 

. n n ^ PbJ 

cutting the axes at distances — - and — - from 0. As IJ-, is increased 

Pa Vb 

the line moves away from 0 parallel to itself. If a given product x 
is to be obtained, then all possible combinations {a, b) of factors lie 
on the corresponding constant product curve. We seek that com- 
bination with minimum cost, i.e. lying on the “ cost line ” of the 
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parallel set which is nearest 0. The combination is given by the 
co-ordinates of the point P where the constant product curve 
touches one of the cost lines. If the constant product curve is of 
normal form (downward sloping and convex to 0), there is only one 
such point P and it corresponds to minimum cost. At P, the 


gradient of the constant product curve 


(i) 


and that of the cost 


line ^ are equal. This is the necessary condition above. 

As the value of a; is changed, 
we obtain a series of different 
constant product curves and a 
series of points P^ P 2 , . • . where 
they touch cost lines 

AjlPi, a 2^2? • 

This is shown in Fig, 90 where the 
values of ^^ 2 , ... ) increase. 

As X changes continuously, the 
points , describe a curve in the 
plane OahP The varying co- 
ordinates of a point on the 
curve show the variation of 

demand for the factors as the output x varies. Further, the varying 
cost corresponding to the cost lines touched defines the total cost 
function for varying output x. 

If the production function is linear and homogeneous (constant 
returns to scale), then Euler’s Theorem gives 

afa + bf^-- 



Fig. 90. 


-X. 


So 


n ap a + bpi a/„ + bfi ^ 

X X X ’ 


where A denotes the common value of p ^ : fa and p,, : /j. Now 


dn_ 

dx 


da 


db 


dx dx 


( , da . db\ 

VUx'^^Ux) 


-K 


since 




dx 


:1 from /(a, 6) =33. 


We consider here a variable equihbrium position with output x 


.V 
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changing and and fixed. Hence, average and marginal cost are 
equal at all outputs. Average cost must thus be constant irrespective 
of output (see Examples XVI, 22, below), a natural result in this 
case of constant returns to scale. In Fig. 90, the constant product 
curves are now of the same shape (radial projections of each other) 
and the locus of P is a straight line. The factors are used in the same 
proportion and their amounts and total cost increase in proportion 
as output increases. 

If the good Xy produced imder constant returns to scale, is sold on 
a competitive market at a price p equal to the constant average 
cost, then 

h fb X 

So Pa=Pfa and Pt,==pf„. 

This is the law of “ marginal productivity ” ; the price of a factor 
equals the marginal product of the factor valued at the selling price 
of the product. Suppose, further, that the demand law for X is 

x=^{p) with elasticity determine the arhounts 

(a and b) of the factors and the selling price (p) in terms of given 
factor prices (pa and p^), we have now three conditions : 

(1) /(a, 6) = ^ (p) ; (2) p* =p/„ ; (3) p^ =pf^. 


The output x=f{a, b) = <l>{p) and total cost n=px=apa + bpt, are 
also determined. Full competitive equilibrium, with constant 
returns to scale, is thus determinate. 

We can trace the variation of the demands for the factors of pro- 
duction, given above in terms of p^ and pj, as one of the .prices 
(say Pa) changes while the other (pj) remains constant. For the 
linear homogeneous function a;=/(a, 6), we have 

faa=--fab and fbb=-^fai, (12.8, (4), above). 


The elasticity of substitution between the factors is , 

^fab 


So 


(4) f — — ^ fafb . f ^ fafb j » fafb 
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The equations (1), (2) and (3) hold for any values of Po and p,, and 
cam be differentiated partially with respect to Po : 
da „ db 


dp xdp 


fa 2Zr 




(/, 

[fab 


da , db 

aa * J «5 


dpa 

da 


SPa 

db 


Spa'^'^'^dPa 


Making use of (2), (3) and (4), we have : 


dp 


da 


db 


^V^+Par—+Pb-r, 
'dp a 9pa 


.0, 


6 da db xp 

xa-^ P&v— +P6 3— = — V, 

Spa a ^P<, ^Pa Pa 


dp 

Wa 

dp 


da 
9Pa 


a db 

b^'^Wa 


: 0 . 


There are thus three linear equations in the “ unknowns ”, 
db 


dp da 


dp a dp ^ 

and ^ • By siraple algebraic methods,* the values of these partial 


, Pa \xp xp / 


dp a 

derivatives can be found and written : 
da 
Wa 

db _ ^ 
dPa~ ^P 

Epa d dpa Epa b dp, 
the factors with respect to and Ka= 


and 


(ij - CP). 

for the elasticities of demand for 
“ “ apa . bp^. ^ 

for the proportions of total receipts going to the factors. Then 

Ea 

— =-(K,a + KaV) 

A r \ 

and —=zKa{cr-yj). 

The interpretation of these results is clear. If the price of the 

* For example, by eliminating , we obtain two equations in and -~ 

which are easily solved. Or, the method of solution by “ determinants ’’ can 
be utilised (see 18«6, Ex. 2, below). 
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factor A rises, the demands for both factors are affected, and in two 
ways. In the first place, the cost of production is increased, the 
product is dearer and (for a decreasing demand law with rj positive) 
less of the product is bought.^ There is then a proportional decrease 
in the demand for both factors. This is shown by the negative term 
( "" expressions for both elasticities of demand. Secondly, 

the factor B is now cheaper relatively to the factor A and it pays to 
substitute B for A in production as far as possible. The demand for 
B thus increases at the expense of that for A, as is shown by the 
positive term {koo) in the expression for one elasticity and the 
negative term ( - /cj,a) in the other. The total effect on demand is 
found by addition. The demand for A falls in any case, but that for 
B may rise or fall according as the substitution effect is stronger or 
weaker than the effect through the demand for the product. 

The demand for consumers’ goods and for loans. 

A similar analysis applies to the demand of a consumer for two 
goods X and Y obtainable at given market prices and py. The 
consumer has a fixed income and makes his purchases to attain the 
highest position on his preference scale, as represented by an index- 
function of utility u=::<t>{x, y). 

|We have to find a; and y, the individuars purchases, so that is a 
^maximum, subject to the relation expressing the balance of the indi- 
Ividual’s budget : 

This expression of the problem is independent of winch particular 
form of the index-function of utility is selected ; all forms of the 
index-function increase and decrease together and so attain their 
maximum values together, at the same values of x and y. 

The side relation gives y as a function of x for which 


y- 


So 


dx 

du , dy 


dx 

dhi 

dx^ 


' Pv ’ 
'dx 


JPx 

Pv 


and 


d^ 

dx^'' 


-Ps 

Pv 


<f>v 


■■ + <f>xv + [4>:.V + 4>vv j) 2 ^ 


Iry 




and 
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The necessary condition for a relative maximum value of -le is thus 

Px Pv' 

i.e. the marginal rate of substitution between the goods in consump- 
tion (i? =^ 3 . : j>y) is equal to the ratio of the given market prices. 
This condition, together with the side relation, is suiBScient to deter- 
mine the purchases of the individual in terms of the given values of 
px,py and fi, i.e. to determine the demand functions of the individual 
(see 11.7 above). A sufficient condition for a relative maximum 
value of u is 

4*yvPi^ “ ^^xyPxPv "t 4^xxPy^ ^ 

Using the necessary condition, this implies that 

4*yy4^x‘^ ^^xy4^x4^y'^ 4^xx^v^ 

In diagrammatic terms, the purchases of the individual are given 
by the co-ordinates of the point P in the Oxy plane where the fixed 
line with equation 3 , + ypj;==/x, expressing the budget balance, 
touches one of the indifference curves of the system 

^ (a;, 2 /) = constant. 

The point P corresponds to a maximum value of u if the indifference 
curve at P is convex to the origin. The condition of tangency is 
equivalent to the necessary condition and the condition of convexity 
to the sufficient condition written above. So, in the normal case 
where the indifference curves are downward sloping and convex to 
the origin, a unique and maximal pair of. individual purchases are 
defined for any given market prices or given income. The normal ” 
case, in fact, corresponds to the case of stable demand functions. 
The variation of the individuaFs demands for the two goods as one 
of the market prices or the income varies is shown by the changing 
position of the point P as the line xp^ + ypy=iJb moves in conformity 
with price or income variation.* 

^yWe can consider, as a second problem, the conditions under which 
an individual regulates the flow of his income, and hence of his con- 
sumption, over time. This is a problem of importance in the theory 

* For more complete accounts of the problem of demand for consumers’ 
goods, see Hicks and Allen, A Reconsideration of the Theory of Value, Eco- 
nomioa, 1934, and Allen and Bowley, Family Expenditure (1935). Expressions 
are here found for the elasticities of demand with respect to price or income. 
The methods used are extensions of those first introduced by Pareto. 


Bn 

of interest.^ It is assumod that' the individual has given resources 
which can produce various incomes £x this year and various incomes 
% next year subject always to a given transformation relation 


F{x,y)=0.. 

Interest is reckoned at the fixed rate of lOOr per cent, compounded 
yearly. We determine, first, those incomes which maximise the 
present value y 




1 


subject to the transformation relation. We have 

dh 1 d^y 


JL^ 

dx \-\-Tdx 


and 


\ dxJ 


dx^ l+rdx^ 

where the derivatives of y with respect to x are given by F{x^ y) = 0. 
Hence, for maximum present value, we must have 

dx) 

i.e. the incomes in the two years are such that the marginal rate of 
return over cost equals the given rate of interest. The sufficient 

condition for a maximum present value < 0 j is satisfied in the 

normal ” case where the transformation curve in the plane Oxy is 
concave to the origin (see 9.7 above). 

The necessary condition above and the transformation relation 
determine the incomes and with maximum present value, both 
incomes depending on the interest rate r. It is now assumed that 
the individual can modify hi^ incomes by borrowing or lending 
money this year to be repaid next year with interest at the fixed 
market rate. This process leaves the present value of income un- 
changed, i.e. 


x + 


y 


-Xn'j- 


yo 


1 Hhr 1 

where x and y are any incomes as modified from x^ and by loans. 
For example, if the individual borrows (x — * 0 ) this year, then 

yo-y=i^+r){x-Xf,) 

is the amount he must repay next year, and this is equivalent to the 
Jn*6^r(1930^^^ ^ based on that given by Fisher, The Theory of 
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relation written above. It is assumed, further, that the loans made 
by the individual are such that the utility function 

u = ili{x,y) 


of the individual for incomes in two years is maximised subject to 
the relation above. The particular form of the utility function 
taken is quite immaterial. The relation gives 

dx 


(l+r). 


So 




The necessary condition for relative maximum utility is thus 



i.e. loans must be made so that the marginal rate of time-preference 
of the individual becomes equal to the market rate of interest. This 
condition, together with the constant present value relation, deter- 
mines the incomes x and y in terms of the given interest rate. In 
particular, {x - x^) is deter- 
mined as a fimction of r, the 
demand function of the in- 
dividual for loans . The value 
of (x-Xq) may be positive or 
negative according to the 
interest rate, i.e. the individ- 
ual may borrow or lend this 
year to reach his “'optimum” 
income stream. As in the 
case of the consumption goods 
problem, if the indifference 
curves, ^ {x, y) = constant, are 
convex to the origin at all 
points, then the positions obtained are stable and correspond always 
to maximum, rather than to minimum, values of utility. 

The problem can be put in a slightly different way capable of 
simple diagrammatic representation. Suppose that the individual^ 
before borrowing or lending, has incomes Xq and y^ in the two years. 
Represent these incomes by a point Pq in the plane Oxy (Fig. 91). 
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By borrowing or lendingj the individual can modify his incomes to 
X and y where the point {x, y) must lie on the line A'B' with equation 


0 ? + 


y - 


+ 


Vo 


l+r "" ■ l+r’ 

i.e. the line through with fixed gradient (to Ox) which is negative 
and numerically equal to (1+r). The incomes selected by the 
individual are given by the co-ordinates of the point P' where A'B' 
touches an indifference curve of the system 

2 /) = constant. 


If the indifference curves are everywhere convex to the origin, then 
P' is uniquely determined and corresponds to a maximum of utility. 
The initial incomes and j/o" varied according to the given 

transformation relation F{x, = 0 and the point Pq can take any 
position on the corresponding transformation curve QR. As Pq 
varies, so does the point P' and we require that position of P' giving 
the largest possible utility level. The position required is given by 
P where an indifference curve is touched by the line AB (parallel to 
A'B') which touches the transformation curve at some poixit P^. 
In other words,* we seek a line with fixed gradient - (1 +r) which 
touches the transformation curve at Pq and an indifference curve 
at P. The incomes first derived by the individual are given by the 
co-ordinates of P^ and the final incomes, as modified by loans, are 
given by the co-ordinates of P. In this position, the numerical 
gradient of AB (1 4-r) is equal to that of the transformation curve 
(Pa, : Fy) and to that of the indifference curve (ijj^ulfy), Le. r equals 
the marginal rate of return over cost and the marginal rate of time- 
preference. Notice that, for a line with fixed negative gradient 
- (l-{-r), the present value of the incomes represented is constant. 
The maximum value of this present value attainable is given by the 
particular line AB. Hence, as in the previous analysis, we can first 
locate Pq for maximum present value of incomes on the transfor- 
mation curve, and then locate P for maximum utility of incomes 
obtainable by borrowing or lending from those at Pq, 


EXAMPLES XIV 

General maximum and minimum problems 

1. Indicate the contour, ridge and trough liaes of each of the functions 
z^x^A-y^-l ; z=l-x^-y^ ; Show that £c=s: 2 / = 0 gives a 

stationary value of s in each case. Determine the nature of the stationary 
value in the various cases. 
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2. Show that z = ax^ + hy^ + c always has a single stationary value which 
is a miiiimum, a maximum or a saddle point according as a and 6 are positive, 
negative or of opposite signs. 

3. Show that z = x^ -\-xy -^-y^ has a minimum value and z^x^-^’Xy-y^ a 
saddle point Sit x = y=^0, 

4. Show that z=:^ax^ + 21%xy + hy^ + 2gx + 2fy -{-c has two straight ridge or 
trough lines and deduce that the function has only one stationary value. 

5. If 2 ; = (rr - 2 /) 6 ®+y, show that there are ridge and trough lines which are 
straight and parallel and that z has no stationary value. 

6 . Show that z = {x'^->ry^)e^^~’y^ has a minimum value at x=^y = 0 and 
saddle points where x — 0,y—±l. 

7. Indicate the form of the contour map of z = x^ -{r- y^ - 3xy and show that 
the ridge and trough lines are arcs of parabolas. Deduce that z has a minimum 
value a,t x = y=l and a saddle point at cc = y = 0. 

8. Locate the stationary values of z=: 2 (x-y)^ -x^ - y*, 

9. If 2 ; is a function of x and y defined by x^ + y^ + 3z^- 2x + 2z = 0, show 
that the contours are circles centred at a? = 1, 2 / = 0 which expand as z increases 
( - 1 < 2 :< and then contract as z increases further ( “i< 2 :<i). Deduce 
that 2 := - 1 is the minimum and z = ^' the maximum value of z. (See 14.3, 
Ex. 4 above.) 

10. Show that the only stationary points on the surface z=:x^e^ form a line 
of minima lying along the axis Oy. Verify by examining the nature of the 
sections of the surface by planes perpendicular to Oy. 


dz dz 

11. If = (ax + by + c)^ {x, y) and = {ax + by -h c)ip{Xy y), show that z has 
(jQS oy 

a line of stationary values corresponding to aa; + + c = 0 on the contour map 

in the plane Oxy. Illustrate with z = x^e^. 


12. If u=:f{z) where ^{x, y), show that the stationary values of u and 2 : 
occur at the same values of x and y. If f'{z) > 0 always, deduce that corx'e- 
sponding stationary values of u and z are also of the same type. 

13. The variable p is defined as a function of four variables a, 6, t and r by 
the relation al6P^ + bre^'^=f{a, 6, t,r), where I and r are constants and / is a 
given function. Find four equations to determine a, b, t and r for maximum p. 
(See Wicksell, Lecturer on Political Economy^ VoL I (English Ed. 1934), p. 181.) 

14. By eliminating y, show that z — has a minimum value relative 
to x-y-{-2i=0. Check by means of the results of 14.6. 

15. If X and y are positive, show that the maximum value of xy subject to 

+ 2/2 = occurs where a; = 2 / = . Illustrate by drawing the contour map 

of z=:^xy and the circle = 4. 

16. The variables x and y are related + 1, where a >6. Show that 

2 /®) has then a maximum value a and a minimum value 6. Illustrate 
diagrammatically when a = 5 and 5 = 3. 

17. Establish the necessary condition for an extreme value of z=f(x,y) 
relative to <^{Xty) = 0 by Lagrange’s method, using an “undetermined” 
multiplier A. 
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18. Find the stationary values of z = x^ + y^-^xy subject to y = mx where 
m is a constant. For what values of w is z (a) a maximum and (6) a mini- 
mum at a:=y=0? Deduce that a:=y=0 is a saddle point of the surface 

25 = 23 ® + 2 /® - (see Example 7 above). 

19. A rectangular brick has a given volume ; show that its surface area is 
least when it is a cube. Show that the same result holds if the brick has a 
given surface area and maximum volume. 

20. An open box of given volume 4 cubic feet has a rectangular base and 
vertical sides. It is made of wood costing 1 shilling per sq. foot. Show that, 
for least cost of construction, the base of the box is a square of side double 
the depth. What is the least cost ? 

21. An “ ellipsoidal ” block of wood has a surface with equation 

referred to axes Oasy^ in space. Show that is the volume of the largest 
rectangular brick that can be cut from the wood, 

22. If axes Oxyz are fixed in space, what is the distance of the point (a;, y, z) 
from 0 ? Express the distance fifom 0 to any point on the plane 3x + iy + Bz = 10 
in terms of the x and y co-ordinates of the point. Deduce that a/ 2 is the 
shortest and perpendicular distance from 0 to the plane. 

23. Given z=^mf{x) + n(f>{y) where mx + ny=a and m + n = b, find s as a 
function of x and y for given values of a and 6. Deduce that 2 ; has extreme 
values for variation of x and y where 

x — y 

(See Wickseli, op. cit., p. 140.) ^ 

Economic maximum and minimum problems 
v 

24. A monopolist firm produces two chocolate lines and Xj at constant 
average costs of 2s. 6d. and 3s. per lb. respectively. If and p^ are the prices 
charged (in shillings per lb.), the market demands are 


x^ = 5(pz-Pi) a?2 = 32 + 5pi-- lOpa 

thousand lbs. per week of the two fines. For maximum joint monopoly 
revenue, show that the prices are fixed at nearly 4s. 6d. and 4s. 9d, per lb, 
respectively. 


25. In the problem of the previous example, find the prices of the two lines 
fixed by independent monopolists and show that they are less than the joint 
monopoly prices. 

^26. A monopolist produces cheap razors and blades at a constant average 
cost of 2s. per razor and Is. per dozen blades. The demand of the market 


per week is — thousand razors and — thousand dozen blades 
, , ^1^2 P1P2 

when the prices are p^ (shillings per razor) and p^ (shillings per dozen blades). 
Show that the monopoly prices, fixed jointly, are 4s. per razor and 28. per 
dozen blades. 
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f/' ■ 

27« If the demands of the market in the previous example are 
a?! = 11 - 2 ^ 1 -2^72 and = 

show that the Joint monopolist would give the razors away and sell the blades 
at a high price. • • j 

^28. The market demand law for a good X is = |8 ~ cxx. A monopolist 
producesTTaJT^rveragericiSst^ a merchant at a 

price TT which maximises his profits*. The merchant is a monopolist with 
constant distributive costs and maximises his profits by selling on the market 

B — h 

at price p. Show that the amount of X produced and sold is 

and that tt = jS - 2aa; and p — ax. Find the output if the producer mono- 
polist sold direct to the market and show that “ bilateral monopoly ” here 
restricts output and raises price. 


Generalise the problem of the previous example by taking a market 
demand law p = ^(a;) and producer’s average cost fix). Show that 

(^{x) + Sx<j>'{x)~hx^cf>"{x)=fix) + xf(x) 

gives the output x and that 7r= <j>(x) + X(f>'{x). (See Bowley, Bilateral Mono- 
poly, Economic Journal, 1928.) 


^0. 


In the problem of 14.5, assume that the product after t years represents 
the original cost accumulated at some continuous interest rate of lOOp per 
cent. Given the factor prices, express p as a function of a, h and t. The 
monopolist is assumed to arrange production to maximise p ; find equations 
for a, h and t. If the maximum equals the market rate of interest r, show that 
the result is equivalent to that of the competitive case of 14.5. 

31. If the production function of 14.5 is x= show that the 

equilibrium period of production is ^ = where r is the market rate of 
interest, 

■;= 161 og 2 N^^. 

32. If x^A'^ab is the production function, find the amounts of the factors 
used at given prices and p^ to produce an output x at smallest cost. In the 
case of pure competition on the market for X with the demand law = ^ - ap, 

, show that the demands for the factors are 


In the competitive case, s how that r is given by 


A V p 


2«p& 


and b- 


A V pj, A^ 




\j^ ^ A y Pa -A ^ Ph 

33. For any production function, if each output x is obtained at minimum 
cost at given factor prices, show that the common equilibrium value of 

^ and ~ is equal to the marginal cost of output^, If the firm fixes output 

to maxinaise profits at a given selling price p, show that the marginal produc- 
tivity law Pa—pfa Pb^Pfb holds. Why need not total cost equal total 
receipts in this case ? 

34. A good X is produced with two “ substitutional ” factors A and B and 
a “ limitational ” factor G according to the relations x~f{a, b) = <f>{c). If 
each output a; is produced at minimum cost at given factor prices p^, p^ and p^, 
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show that the amounts of the factors used and the total cost are determined 

as functions of x and deduce that 


fa fh 


Pc 

noY 


Til© selling price p is fixed and output chosen for niaxiniuin profits. Show that 


Pa 




In what sense can the factor prices be said to be ec 3 [ual to the “ marginal 
revenues” of the factors?- (See Georgescu, Fixed coefficients of production 
and marginal productivity theory ^ Review of Economic Studies, 1935.) 

/ 

^35* If u—x^y^ is an individual’s utility function for two goods, show that 

and y=-~— where m and m 
. ^ + ?Pv ” 


Ms demahds for the goods are a;=~ 


are the fixed prices and /x the mdividual’s fixed income. Deduce that the 
elasticity of demand for either good with respect to income or to its price is 
equal to unity. 


\y§6. An iadividual’s utility function is u — 2gx + 2fy - ax^ - 2hxy- by^» Show 
that Ms demands for the goods are Imear in the income /x, the coefficients 
depending on the prices of the goods. 


37. Differentiate the equilibrium conditions giving the demands for two 
goods X and Y for an individual with utility function u=^<^{x, y) in the case 
where (j>^ = 0. Show that 


dx 


9xx ^ ryv ^ 


where 

rxx rvv 


and deduce that the demand for a good decreases as its price increases provided 
that (j)^ and (f)yy are negative. Why is this statement of the problem not 
independent of the particular utility function selected? (See Pareto, Manuel 
d' economic politique, 2nd Ed. 1927, pp. 679-84.) 


38. The incomes of an individual in two years are Xq and 2/0 utility 

function for incomes is u = x“y^. Show that the demand (x-Xq) for loans this 
year decreases as the given market rate of interest lOOr per cent, increases. 
Deduce that the individual will not borrow this year at any (positive) rat© of 

interest if 2/0 <”iro* 

CC 


39. In a self-contained community, an individual can produce, with his 

given resources, amounts of goods X, Y, Z, ,,, according to the transformation 
function F{x, y, z, ...) = 0 and he can then buy or sell on a market at fixed 
prices p^, Py, p^, , His utility fimction is u- ^(x, y, z, How are the 

amounts he demands or offers determined? Illustrate diagrammatically in 
the case of two goods and show that the solution is exactly analogous to that 
of the problem of the demand for loam (14.9 above). 

40. Values (a?^) of a variable quantity X are given for a series of (2n+ 1) 
years 

-(w-l), ...~1, 0,1, ...(?^~l), re- 
taking # = 0 at the centre of the period. Write x^^at-^h + Vj. where a and h 
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are to be determined so that the sum of all observed values of is a minimum. 
Show that 


2tXj. - - SoC-f _ 

«=^ and 6=^,=^ 


where S implies summation over the {2n 4 - 1 ) observed values. In what sense 
does x = at-\‘h represent the “ trend ” of the series of X? 

41 . The Board of Trade Wholesale Price Index -number ,r^( 1924= 100) at 
certain dates is given by the following table : 


Date 

t 


July 1929 - 


-3 

82-7 

Jan. 1930 - 

- 

-2 

78.8 

July 1930 - 

- 

-1 

71-7 

Jan. 1931 - 

- 

0 

64-3 

July 1931 - 

- 

1 

61-5 

Jan. 1932 - 

“ 

2 

63-4 

July 1932 - 


3 

58*8 


Find the trend x^at-^-h by the method of the previous example. Compute 
the trend values for each date and compare with the actual value of the index. 
Represent the original values and the trend values graphically. 



CHAPTER XV 

INTEGRALS OF FUNCTIONS OF ONE VARIABLE 
15.1 The definition of a definite integral. 

Teds concept of an integral ’’ has two very different characteristics 
and two correspondingly distinct applications. From one point of 
view, an integral is the limiting value of a certain summation ex- 
pression which is of frequent appearance in mathematical analysis 
and which corresponds, in diagrammatic terms, to an area enclosed 
by a plane curve or curves. The integral, viewed in this way, is 
called a '' definite ’’ integral. From another point of view, an 
integral is the result of reversing the process of differentiation. The 
derivative of a function of one variable is itself a function of the 
same variable. The inverse problem is to obtain, from a given 
function, a second function which has the first as its derivative. The 
second function, if it can be found, is called the indefinite ’’ integral 
of the first. 

It is essential, in the following development, to distinguish care- 
fully between the two aspects of an integral, the “ definite ’’ and 
the ‘‘indefinite ” aspects. The actual definition of an integral can 
be framed in one of two ways and, once one aspect is adopted as the 
basis of the definition, it is then our business to establish the property 
implicit in the second aspect. It is found that the sum-area concept 
of an integral provides the better starting-point. The definition 
given below, therefore, makes use of this concept and it is only at a 
later stage that the integral is connected with the inverse differentia- 
tion process. This is merely a matter of formal presentation ; the 
sum-area and inverse-differentiation properties of integrals are 
equally important in application. 

It is assumed that y=f(x) is a single- valued function which is 
continuous for aU values of rr in the given interval from w=a to 
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x — The interval of of length (b-a), is divided in any way we 
please into n sections by means of the dividing points : 

We form the sum : 

/ (^1) i ^2 - ^1) +/(^ 2 ) (^’3 - ^^2) + . . . i^n - ^n^l) +fM (^n+l “ ^n)> 

where each term is obtained from a different section and consists of 
the length of the section times the value of the function at the lower 
(or left-hand) point of the section. For convenience, a special 
notation is adopted in which we write the sum as 

n 

2 /K)(a;r+i-a:,), 

r=l 

where the term written is the typical (rth) term of the sum and the 

n 

symbol 2 indicates that all such terms, from the first (r == 1) to the 

nth (r =n), are to be added together.f The number n of the sections 
into which the given interval is divided is now increased in any way 
such that each section becomes smaller. It can be shown that the 
sum above then increases and approaches a definite limiting value. 
No formal proof of this basic result is offered here but a diagram- 
matic indication of its correctness is given below. The limiting 
value, approached as n tends to infinity, is called the definite integral 
of the function between the lower limit a and the upper limit h and 

written in the symbolic form f f{x)dx. So : 

J a 

/•& n 

Dehnition : I f{x)dx=Lim 1 f{Xr){Xr+i-(Ct). 

J a n~->-oo r==»l 

The process of finding the integral of a function is called integration. 
From the definition, it is clear that the value of a definite integral 
is simply a number which can be positive or negative and which 
depends only on the form of the function and on the values of the 

* The rigid definition of a definite integral does not assume that the function 
is continuous. The full development, following Riemann (after whom the 
integral is sometimes named), is somewhat involved- — see Goursat, Cours 
d\analys& matMmatique, Vol. I (4th Ed. 1924), pp. 169^^ seq» The essentials 
of the definition, however, are clearly indicated here. ' 

t This 2 notation is found to be of great convenience in dealing with sums 
of all kinds. The Greek capital 2, an alternative to the English S, is an 
obvious letter to indicate a sum. 

2 B 


M.A. 


386 MATHEMATICAL ANALYSIS FOR ECONOMISTS 
limits (a and 6) taken. The variable cc is not involved ; it has been 
integrated out 

It can be shown, further, that sums other than that written above 
have exactly the same limiting value, the definite integral, as n tends 
to infinity. Such sums are formed by taking, for each section, the 
length of the section times the value of the function at the upper 
(or right-hand) point of the section, or indeed at any point within 
the section. This fact, again not formally proved, is supported by 
the diagrammatic illustrations below. Hence : 

\ f{z)dx=Um I, f{Xr){Xr+i-Xr), 

J a ?-oo r—1 

where can take any value from to inclusive. 

Put more broadly, the definition is as follows. The interval from 
x—a to x==:b is divided into a number of sections of which Jx is a 
typical one with x as one point contained in it. Then 

f f{x)dx=lAmJlf{x)Axj 

a 

where each section length Ax is multiplied by the value of the 
function f(x) at a point of the section, the whole set of products is 
summed and the limit found as the number of sections into which 
the given range (a, b) is divided is increased indefinitely.^ 

The following properties of definite integrals are derived at once 
jfrom the definition. If f{x) and ^{x) axe single-valued functions 
continuous over the relevant intervals, then : 


(1) 

ff ( 

f{x)dx= - 

a 

f{x)dx. 

h 

(2) _ 

{-f{x)}dx = 

« 

= - [ f{x) dx. 

a 

(3) 1 

[ kf{x)dx = h 

[ f{x)dx {Tc being a constant) 

J 

1 

a * 

[•6 re 

“ t 

err ^ 

t4) 

\ f{x)dx=\ f(x)dx+\ f{x)dx. 

J 

a a 



* The way ia which the integral notation has arisen is clear from this rough 
statement of the definition. In the limit, the sum is written jSf{x)dx 

S being an alternative symbol for 2. Tho S then becomes elongated into the 

conventional sign f , 
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(5) [ {f{x) + <j)(x)}dx={ f{x)dx+{ (f>{x)dx. 

The last of these properties can be considered as an illustration of 
the formal method of proof. We have 

n n 

2{/ (^r) "t (^r)} (^r+l ~~ ^r) “ 2 {/ (^r) (^r+1 ^r) "t ^ (^r) (^r+l ^r)} 

r=l f«l 

n n 

~ 2 / i^r) (^r+1 ■“ ^r) "t" 2 9^ (^r) (^r+1 “* ^r)> 
r=l T=1 

rb rb rb 

i.e. {f{x) + (j>{x)}dx=\ f{x)dx + \ ^{x)dx 

J a ^ a ^ a 

on taking the limit as n tends to infinity and using the property 
(4.5) that the limit of a sum is the sum of the separate limits. It 
can be noticed that this result extends to the integral of a difference 
and, in an obvious way, to the integral of sums or differences of any 
number of separate functions. 

15,2 Definite integrals as areas. 

The diagrammatic representation of a definite integral which 
follows makes the concept much more clear and, at the same time, 
leads to important applications. Suppose, first, that b>a and that 



the continuous function f{x) assumes only positive values between 
x=a and x = b. Further, for simplicity of exposition, take the 
function as monotonic increasing. The function is then represented 
(Fig. 92) as a continuous curve lying above the horizontal axis Ox and 
rising from left to right between the ordinates AP (at x=a) and 
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£Q (at a; =6). Let GI) be a typical member (a;„ of the n 
sections into which we divide the range AB {n = 8 in the figure) . The 

n 

contribution of this section to the sum S / i^r) (^r+i *” times 

r=l 

CB, the ordinate of the curve at C, i.e. it is the area of the rectangle 
with CD as base and GB as height. The whole sum is thus the sum 
of the rectangular areas shaded in Fig. 92, an irregular area lying 
entirely under the curve between P and Q, As the number of 
sections is increased, each section becoming smaller, the shaded 
area, comprising an increasing number of rectangles becoming steadily 
thinner, must increase and approach a limiting value which we can 
identify as the area under the curve, above Orr and between the 
ordinates AP and JBQ. Hence, the sum written above has this 
area as limit and 

I / {x) dx = area ABQP under the curve y =/ {x ) . 

i a 

It is also clear that the same result follows if we start from one of 
the other sums used in the definition of the integral. The sum 

n 

^ is represented by a sum of rectangle areas, a 

r=:l 

typical rectangle having CD as base and DS as height. We have 
now an irregular area enclosing the curve and, as the number of 
sections is increased, the area decreases and approaches a limiting 
value which is the area ABQP under the curve. Further, the sum 

n 

"2^ S{^r)i^T+i-^r), where a:/ is any value between and is 

shown as the sum of rectangle areas, a typical rectangle having base 
CD and height equal to some ordinate of the curve above (7D. This 
area again approaches the area ABQP under the curve as the number 
of sections increases. It does not matter which of the sums is taken ; 
the limit is always the definite integral shown by the area ABQP 
under the curve. 

* * It can be noticed that we have actually given here a definition of the area 
under a curve. The only areas known to elementary geometry are those of 
rectangles. But, if we fit to a given curvilinear area a set of rectangles in one 
of the ways indicated, and if the ^?nn of the rectangle areas tends to a limit as 
the number of the rectangles increases, then the limit can be defined as the 
curvilinear area. Compare this definition with the graphical method of esti- 
mating a curvilinear area in practice, by counting the number of small squares 
of fche graph paper covered by the area. 
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A similar argument applies when the function, though positive, 
is not monotonic increasing between x=^a and x=^b. The integral 

I f{x)dx can always be represented as the area under the curve 

^ a 

y =:f{x), above the axis Ox and between the ordinates at a; =a and 
x = b. This is illustrated in Fig. 93. 




When the function f{x) assumes negative values between x=a 
and x = b{b>a), complications arise which can only be overcome by 
making conventional distinctions between positive and negative areas. 
If f{Xr) is negative, then the contribution of the section Xy,^^) to 

n 

the sum 2 /(^r) (^r+i ~ ^r) is negative and shown by a rectangle hdow 
the axis Ox, It follows, when the limit is taken, that the integral 
f f{x)dx is still represented by an area between the curve y=^f{x), 

a 

the axis Ox and the ordinates at and x = b, provided that any 
parts of the area above the axis Ox are taken as positive and any 
parts below the axis Ox as negative (see Fig. 94). The integral and 
a;rea as a whole may, of course, be positive or negative.'^ 

So, if the function y=f{x) is positive in the interval (a, b) and the 

curve above Ox, then the integral [ f{x)dx is positive and measured 

* It must be emphasised that the integral f{x)dx is here not the sum, but 

‘ a 

the difference, of the numerical areas PAG and QBC of Fig. 94. If the 
numerical sum is required, the areas PAG and QBG must bo obtained separ- 
ately as f(x)dx and ~ j f{x)dx, where OG = c, 

Ja *'c 
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by an area tinder the ciirve. If the function is negative in the 
interval and the curve below Ox, then the integral is negative and 
numerically equal to the area below Ox and above the curve. If the 
function changes sign in the interval and the curve crosses the axis 
Ox, then the integral may be positive or negative and is represented 
by the algebraic sum of a positive area (above Ox) and a negative 
area (below Ox). 

A further convention regarding the sign of an area is needed to 
interpret the integral f f{x)dx as an area in the cases where a>b. 

a 

Each of the terms - x^) appearing in any of the sums defining 
the integral is now negative instead of positive and the corresponding 
rectangle areas are described from right to left instead of from left 
to right. We simply need the convention, therefore, thatr an area 
described from right to left is numerically equal, but opposite in 
sign, to the similar area described from left to right. 

In all cases, the integral f f{x)dx is measured by the area be- 

o 

tween the curve y=f{x), the axis Ox and the ordinates of the curve 
x=a and x—b. Various parts of the area must be considered as 
taking signs according to the conventions here indicated. The area 
as a whole is the algebraic (and not the numerical) sum of the 
separate parts and it may be positive or it may be negative. 


15.3 Indefinite integrals and inverse differentiation. 

In introducing the second aspect of integrals (as inverse to 
derivatives), we can quote a simple example of the kind of problem 
involved. The variable y is known to be a single-valued function 
of X such that, for all values of x, we have 


dx 


= l+x^. 


This is a differential equation ” involving the derivative ~ of a 

dx 

function so far unknown. Is it possible to deduce the actual form* 
of this unknown function from the equation ? We know that 




d 


and 
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So — 

ax ^ 

One possible form of the function we seek is thus 

y—x-h\x^. 

This is obviously not unique since the addition of any constant to y 
leaves the derivative unaltered. So, if c is any constant whatever, 

-{-c 

is a form of the function required. It is also fairly clear that we can 
expect no other form of y to have the derivative (1 + x^) at all 
points. In a particular case such as this, it is possible to reverse the 
differentiation process, to solve a “ differential equation ” of the 
above type. Notice that the additive constant, which disappears on 
differentiation, reappears in the reverse process. We have now to 
generalise this step and connect it with integration. 

The definite integral f f{x)dx depends for its value on the form 

^ a 

of the function /(a;) and on the values of the limits a and b. If the 
form of the function and the lower limit a are given, take a variable 

rx 

number x as the upper limit and write the integral f{x)dx. The 

a 

value of the integral now depends on the value allotted to z, i.e. the 
integral is itself a function of x. It is called the indefinite integral of 

the,function/(rr) and written simply ^f{x)dx. So : 

DErmiTiOK : |" f{x) dx~^ f{x) dx-a, function of ir. 

By indefinite integration, we obtain, from a given function of x, a 
second function of the same variable. In diagrammatic terms, the 
indefinite integral is a variable area, i.e. the area between the curve 
y=f{x), the axis Ox, the fixed ordinate at x = a and a variable 
ordinate at x. 

The fxindamental result connecting differentiation and integration 
can now be stated : 

If / {x) is a continuous function, then the derivative of the indefinite 
integral, of /(rr) is the function /(:r) itself : 
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Without giving a completely rigorons 'proof, the correctness of this 
result can be seen in diagrammatic terms. Let F{x) denote the 
indefinite integral of the continnous function / (x). Then 

F{x+h)-F(x) = \ fix)dx-\ f{x)dx=\ f{x)dx 

by property (4) of 15.1. The last integral written is shown by the 
area between the curve y=f{F), the axis Ox and ordinates at x and 
(x + h). If h is small, the area differs by a small amount from that 
of the rectangle with base h and height f{x), the ordinate of the 
curve at x. So, if A is small, 

F(x+h)-F (x) == Jbf (x) approximately, 

i.e. — =/(^) approximately. 

It follows that, as h-^O, the ratio on the left-hand side tends to f{x), 
i.e. the derivative of F{x) isf{x), q . e . d . 

The fundamental result can be put in a more practical form. If 
a function cj){x) can be found with /(a;) as its derivative, then 


i {{/(«) &}=/(»)=! 


{#w> 


and ^f(x)dx and must be identical except for an additive and 
arbitrary constant : 

^f{x)dx = ^ (x) -I- constant. 


The integral here is between limits a and x. Putting x=a^ 
j f(x)dx = ^{a) + constmt, 

<J a 

The integral now is zero, representing an area on a base of zero 
length. It follows that 

constant =- ^ (a), 

i.e. the arbitrary constant of the indefinite integral can be written in 
terms of the arbitrary and constant lower limit of integration. Put 
x=b in the indefinite integral and substitute for the constant. So 

f /(a:)da; = ^ (h) + constant = ^ (6) - ^ (a). 
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The practical rule for integration is thus : 
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d 


and 


li f{x) is a continuous function and if then 

I / {x) dx = ^ (jr) + constant 
t f{x)dx=:(f>(b)-<f>{a), 

J a 


To integrate a given function f{x), it is only necessary to find, by 
some means or other, a function ^(o:) with /(a;) as its derivative. 
The fundamental result can be put in yet a third way. If it is 

given that the variable y is Sb function of x such that ^=/(:r), 
where /(a;) is a given continuous function, then 

and y and jf{x)dx can differ only by a constant. Hence : 

The solution of the differential equation ^=f {x) is 


y- 


= f{x)dx-\ 


f constant. 


We have thus established the fact that integration is inverse 
differentiation. If the function /(a;) is obtained from (^(x) by deriva- 
tion, then the function (l>{x) is obtained from f{x) by (indefinite) 
integration. The only difficulty is that an arbitrary constant re- 
appears in the integration process. The same fact is expressed by 
saying that the integral off{x) provides the solution of the differential 
dy 

equation The concept of a differential equation will be 

greatly extended in the following chapter and the idea of integration 
as inverse differentiation will be generalised to the idea of the 
integration of differential equations of all kinds. 


15.4 The technique of integration. 

The practical method of evaluating a definite or indefinite integral 
depends, as we have just seen, on finding a function with the function 
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to be integrated as its derivative. If we can 

vTite at once 

J/(^c) = ^ (a;) + constant ; j* f(x)dx = cl){b) - ^{a). 

In attempting to systematise the practical method on lines similar 
to those that proved successful in the case of derivation, we first 
obtain and table some standard forms. From the derivative results 
we have 


d ( 0;^+^ \ 




^ /I X 1 ^ 


dx\%-\’\j 

Reversing these results, we have the three main standard forms for 
integrals : 


(1) j x» 


dx~ 




+ constant (n 7^ - 1 ) . 


( 3 ) |< 


n-{-l 

(2) J i cZo; = log X + constant. 

dx = + constant. 

Further, iif{x) is any continuous function of x, then 

The standard forms for integrals can thus be generalised : 

(10 — + constant {n^-l). 


(20 


ffO^) 

J dz = log / (z) + constant. 


(^0 . dz — + constant. 


The second step is to frame, if possible, a set of rules for the 
integration of combinations of functions, functions of functions and 
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so on. Two such rules can be written down at once from properties 
(3) and (5) of 15.1. For indefinite integrals, we have 

Jcf{x)dx=k^f{x)dx 
By an obvious extension and combination of these results, we have 

There is no difficulty in integrating an expression consisting of sums 
or differences of simple functions. But we can proceed no further ; 
any attempt to frame other rules of general applicability, for the 
integration of products, quotients or functions of functions, is 
doomed to failure. The practical process of integration can be made 
neither as systematic nor as complete as in the case of derivation. 
In iategrating, we are driven back to tentative '' trial and error ’’ 
methods, aided by a few more general devices (such as that of 
"integration by*parts ’’). In each case, the most important point 
to remember is that any suggested form (f>{x) of the integral of f{x) 

d 

can always be checked by derivation: y- {^(* 1 ^)} =/(a’). In the 

f/'cV 

following illustrative examples, the additive constant that appears 
in all indefinite integrals is omitted for convenience of writing. 

Ex. 1. 

Ex. 2. 

and 
Ex, 3. 
and 
Ex. 4. 
and 


^ x ^ by (1) above. 


j* = J 

+ 3.^ + 2) cZa; = ^ 4- 1 + 2a; 

f 11 

I {ax^ +hx +c)dx = -^ ax^ + ^ bx^ + cx (in general) . 

f jSn - y 2 (2* + ir* <fa - 1 1®^*} --/sTfi. by (!■), 

J (ax + 6)” (icc = ~ Ja (ax 4- 6)” dx = ^ — (in general) . 

I ” 


dx 
1 H-a; 


=log(l+a:), by (2'), 


dx ^ a dx 


ax -vb a 


general). 
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and 
Ex. 6. 


f = log {ax^ + 6a; + c) (in general) . 

J ax^^hx+c 


1 


a;2 + 3a; - 2 


dx 


=!(' 


+ Z--)dx=^x^+Zx-2 logs:. 


Ex. 7. je2*(ia:=y2e2»da;=|e2*, by (3'), 
id fe‘'®+*’da;=- fae“+*’da;=- e“®+* (in general). 

J ^ 

Ex. 8. |a;e-®’“da:= j{ -2a;)e-*‘da;= by (3'). 


Ex. 9. 

Since 


p' 


so 


i.e. 


dx. 

A 

dx 


(a;e~^*) = e”®* -\-x{- 2a;e"“®*) = (1 - 2x^) 

= J(1 - 2x^) dx = “ 2j*a;^e'~** dx^ 

(ila; = I Je””' 


dx XQT^^ . 


The integral j e"“*“ dx, though it is known to exist, cannot be evaluated 

in terms of ordinary functions. We have, therefore, reduced the given 
integral to as simple a form as possible. 

15.5 Definite integrals and approximate integration. 

The integral of a function /(a;) between given limits is evaluated 
once the indefinite integral (f) (x) is found as a function of x. The 

formula f f{x)dx = <l>{b) suffices. For example : 

Areas under plane curves can then be evaluated at once. The para- 
bola with equation y=x^ + Zx + 2 lies above Ox for positive values of 
X. The area under the curve between ordinates at a; = 0 and a: = 3 is 


T {x^ + Zx-^2)dx = \\ 

Jq L3 


3 

a;^ + - + 2 a; 

■o 2t 




“X 3 

-x^+-x^ + 2x 


57 
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We have noted, however, that the indefinite integrals of some 
functions, even of quite simple form, are often extremely difficult, 
if not impossible, to evaluate.* If the definite integral of such 
a function is required, for example, to give the area under the cor- 
responding curve, it is necessary to adopt methods other than that 
described. A number of formulae giving the approximate values of 
definite integrals have been devised and are of service in the present 
problem. All these formulae depend on replacing the area under the 
actual curve considered by that under a simpler curve which approxi- 
mates to the actual curve. 

Suppose that the function f{x) is continuous and positive in the 
interval (a, b) and that we require the value of f f{x)dx. The 

a 

interval (a, b) is divided into some even number (2?^) of parts of equal 

b Oj 

length shown, in Fig. 95, by the points 



J. 3 , ... A^m A^n+i on the axis Ox, where OA^=^a and OA 2 n+x — b and 
- 4 xJ. 2 =.d 2^3 = ... The ordinates oan be 

read off the curve y^f{x). The integral f f{x)dx is the total area 

J a 

* It is not possible, for example, to find dx in terms of ordinary func- 
tions. The integral exists and must be a function of x. But the function is 
not of algebraic form ; it is, in fact, a “ transcendental ” function which can 

only be defined as taking its values from Q-^^dx for various values of x. It 

•'a 

is a frequent device, in mathematical analysis, to define new fimctions as the 
integrals of other fimctions. 
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under the curve and on the base AiA^n^ri^ sum of the areas 

under the curve and on the bases A^^A^^ A^A^, .... 

As a first approximation, the area under the curve on the base 
AiA^, can be taken as the area of the trapezium AiP^P2,A^ : 

P(2/i + ^2)* 

Similarly, the approximate areas under the curve on the other bases 
P (2/2 +2/3). P(2/3 + 2/4)> ••• • . 

The approximate value of the total area, i.e. of the integral required, 
is found by addition. Hence, 

f f{x) dx = P{(2/i + yan+l) + 2 (2/2 + 2/3 + • • • + 2/2n)} 
a 

approximately, the trapezoidal rule for approximate integration. 

A closer approximation to the area under the curve on the base 
A^^A^A^ is given by the area under the arc of the parabola (with axis 
vertical) passing through the points P^, P^ and P3, To calculate 
this latter area, let the equation of the parabola be 

y = cxx^ + jSrr + y 


when the origin for x is taken, for convenience, at A 2. (This step 
does not affect the value of the area required.) The curve passes 
through Pxi-Ti, y^), (0, y^) and Pj {h, y^). Hence, 

yi = ixh^-ph+y, 2 / 2 = 7 , ys = xh^+ph + y. 

Solving for a, j8 and 7, we find 


.._ yi-2y2+y3 o_yz-yi 
2h 


and '7=2/2. 


The area under the parabola on the base is 

j J,ocx^+^x+y)dx = ^ocx^ + ^^x^+yxj _ j^iaa:®+^) 8 a;H 7 a;] 

2 Ti 

= - aA 3 + 27A =- (2/1 + 42/2 + 2/3) • 

The approsimate areas under the. curve y =^f{x) on the bases A^AiA^, 
A^A^A^, ... are obtained similarly as 

^ (2/3 + 42 / 4 +^5). |( 2/6 + 42 / 3 + 2/7), ••• • 

By addition, we have the approximate area under the curve on the 
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total base, i.e. the approximate value of the integral required. 
Hence, 
p A 

^ J { x ) dx =- {(2/i + + 2 (2/3 + + . . . + + 4 (2/2 + 2^4 + • • ■ + «/2«)} 

approximately, Simpson's rule for approximate integration. 

Two examples illustrate the rules obtained : 

I Ex. 1. To find an approximate value of log 2 = 

range (0, 1) into four equal parts by the points 

x^ — ^y = 0:4 = 1 o:g = l. 

The ordinates of = — at the points of division are 

■ J. Hr X 

2/1 = 1, 2/2=1, 2/3 = i 2/4 =f and 2 /s=i- 

The trapezoidal rule (k = |-) gives the approximate value 

dr 

log 2 = J ^ ^ =i-{(l + 1) +2 (# + 1 +1)} 0*6970. 

Simpson’s rule gives the approximate value 

Five-figure tables give the correct value of log 2 as 0*69315. The 
nature of the approximation of the two rules is thus seen. The rules give 
closer approximations, of course, if the range (0, 1) is divided into more 
than four parts. 

Ex. 2. The area under the curve above Ox and between the 

ordinates x=0 and a: =2 is given by the integral 

2 

dx, 

0 

Dividing the range (0, 2) into ten equal parts (A=|-), the ordinates at 
the eleven points of division are found, from tables, as 

2 / 1 - 1 * 0000 , 2 / 2 = 0 * 9608 , 2 / 3 = 0 * 8521 , 2/4 = 0 * 6977 , 
2 / 6 = 0 - 5272 , 2 / 6 = 0 - 3679 , 2 / 7 = 0 - 2369 , 2/8 = 0 - 1409 , 

2/9 = 0-0773, 2/10=0*0392 and 2/11=0*0183. 

The trapezoidal rule gives the approximate value 

dx =^{1*0183+2(3*9000)} =0*88183, 

0 

and Simpson’s rule gives the approximate value 

V^da:='^{l-0183 +2(1*6935) +4(2*2065)} =0*88209. 

The required area, to three decimal places, is thus 0*882. 




p dx 

Jor+^’ 


we divide the 
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15.6 The relation between average and marginal concepts. 

The demand of a market for a good X can be represented by three 
functions and curves showing total, average and marginal revenue 
respectively for various outputs of X. The relations between these 
functions and curves can now be examined in more detail. In Fig. 
96, P and Q are points on the average and marginal revenue curves 



corresponding to a given output x = OM, Denote average revenue 
(price) by p=MP and marginal revenue by p^=:MQ. Then the 
total revenue from the output x is 

R =:px = OM , MP, 

i.e. the area of the rectangle OMPN. Further, 

dB 


dx 


— 


I.e. 


R = { p^dx -{-constant. 
‘'0 


The arbitrary lower limit of the integral is here fixed at zero output. 
Put ir=:0 ; then the constant must be zero since B is zero at zero 
output. Hence, ^ . 

•^0 

i.e. the area under the marginal revenue curve, above Ox and between 
the ordinates at 0 and M, As long as the marginal revenue curve is 
above Oa:, this area is positive and increases as x increases. When 
the curve falls below Ox, part of the area must be taken as negative 
and the total area decreases as x increases. 
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The total revenue from any output can be read off as an area 
either from the average or from the marginal revenue curve. We 
have a relation between the two curves at any output. No matter 
how the position of M varies, the area of the rectangle OMPN is 
always equal to the area under the marginal revenue curve on the 
base OM. 

A similar result holds for any pair of average and marginal curves. 
For example, if tt and denote the average and marginal cost of an 
output X oidu good, tt and tt^ being functions of a;, and if the cost of 
zero output is zero,* then total cost is 

77 = a^TT = I TT^ dx, 

Jo 

Total cost is read off the average cost curve as a rectangular area 
and off the marginal cost curve as an area under the curve. 

Capital values. 

It has been shown that the present or capital value of an income 
stream (e.g. from land or a machine) consisting of £ao this year and 
£a 2 , . . . £a,„ in m following years is 

2^=2 7f— w, 

where interest is reckoned yearly at lOOr per cent, (see 9.7 above). 
This calculation can be generalised to allow for a continuous income 
stream and for interest computed continuously. 

It is assumed that income is obtained continuously over time, 
the rate at any time t years from the present being £/(^) per year. 
This implies that, in the small interval of time between t and {t^r At) 
years from the present, the income obtained is approximately 
£f{t)At. Interest is computed continuously at the rate of lOOr per 
cent, per year, where r can vary over time as a function of t. The 
present value of the income in the small time-interval (^, t + At) is 
&f{t) At aj)proximately. If the income stream '' dries up ’’ x years 
from the present, the approximate present value of the stream is 

where the summation extends over all small intervals At from ^ = 0 

If the cost of zero output is Hq, it is found that the constant in the integral 

expression for IJ is Uq. So il “ JTo = dXy Lq. the area under the marginal 

•’o 

revenue curve, is the total variable cost of the output x» 

2C 
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to t=x. As the number of time-intervals is increasedj each interval 
becoming shorter, thi^ approximation becomes closer. The exact 
present value is defined as the limit of the sum as the number of 
intervals increases indefinitely, i.e. as 


-Xm> 

•JQ 






This is the capital value of the stream estimated at the present time 
(ig = 0). Thus, in passing from a^discontinuous to a continuous 
income stream, the capital value changes from the sum of a finite 
number of terms to the limiting case of a sum as represented by an 
integral. We have an immediate application of the sum-area aspect 
of an integral. 

The result obtained holds for an income stream and a rate of 
/interest varying in any way over time. In the particular ease where 
income is derived at a constant rate of ia per year and where the 
rate of interest is fixed at lOOr per cent, per year over time, we have 




ii 

1 

’ 1 
Q-rt 

-a 

r 1 


- r J 


L r J 






i.e. 

The capital value thus depends, in a simple way, on the size of the 
income stream, the number of years it flows and the rate of interest. 

Problems of capital accumulation can be treated in a similar way. 
If £^ 0 , £%, fUg, ... are invested in the present and in succeeding 
years at lOOr per cent, compounded yearly, the total sum accumu- 
lated at the end of the period is S/y where 

m 

j=o 

For a continuous investment which, t years from now, is made at the 
rate of S.f{t) per year, the total sum accumulated at a time a: years 
from now is found, by an argument similar to that above, to be 

•^0 

where interest is added continuously at lOOr per cent, per year. In 
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the particular case where the investment and the interest rate 
lOOf per cent, are both fixed over time, we find 


y 


=a t 
J 0 


dt : 


r_ler(*-t)l -a 


L r L 

- r 




i.e. 


y- 


T ' 


This expression is simply times the previous expression giving 
•the present value (at t = 0) of the same constant income stream, 
i.e. the accumulated value of the constant income stream after 
ii;^years is the present value itself accumulated at the fixed rate of 
interest. This result does not hold when the investment or the 
interest rate varies over time. 

As an application of the results above, suppose that the production 
process of 14.5 above is carried on continuously over time. A 
constant expenditure at the rate of (apa + ^Pb) of is 

made continuously and the product x of each investment is realised 
after the production period of t years. The total accumulated value 
of aU investments in a period of t years is 

where interest is reckoned at the fixed continuous rate of lOOr per 
cent, per year. The sum k can be interpreted either as the accumu- 
lated amount of loans needed to start the production process (be- 
tween the original investment and the appearance of the first product) 
or as the total value of all '' intermediate ’’ product existing at any 
time. In any case, h represents the amount of working ” capital 
needed to keep the production process running continuously. In 
the competitive case, where the market rate of interest is such that 

x = {ap^ + bpj,)e‘'\ 
x-(apa + bpi) 


we have 


k^- 


If x=Aa^h^~H^ is the production function, then (from 14.5) 


X 


r 

and the capital needed varies inversely with the competitive level of 
the market rate of interest. < 
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"^^8 A problem of durable capital goods. 

Tbe general problem of durable capital goods is complex but can 
be simplified, at a first approach, by making the following assump- 
tions.^ A capital good (e.g. a machine) is produced at a cost of £f{t) 
dependent, in a known way, on the length t years of its active and 
continuous life. An entrepreneur, buying the good at its competitive 
(cost) price, obtains from its use a constant and continuous income 
stream of £a per year. At the time of purchase, the discounted 
(capital) value of all future product obtained from the good during 
its life of t years is 

Jo ^ 

where lOOf per cent, per year is the constant and continuous market 
rate of interest. It is assumed that the entrepreneur chooses the 
length of life of the good to maximise the capital value as a propor- 
tion of the cost : 





e’‘‘ + 


rim 

rm 


The necessary condition for the optimum length of life is thus 


e'^* = l+r 


m 

nty 


a relation giving t in terms of the given rate of mtereat. 

In the normal case, the cost f(t) increases, but less than proportion- 
ately, with the durability {t years) of the good. As an actual example 
of a cost function of this type, takef(t)=byt, where 6 is a constant. 

Here / equation giving the optimum t in terms 

of r is 

e*=l+2Tt. 

„ * of Wicksell foUowing'Gustaf Akerman. 

bee Wicksell, Lectures on Political Ecorioniy, Vol. I (English Ed. 1934), pp. 274 
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Write x=^Tt, and we Lave 

e® = l + 2a;. 


Solving by graphical methods (2.8 above), it is found that x has one 
value (other than zero) which is approximately a; = 1-27. So 


L27 

r 


approximately. 


The length of life of the capital good, as selected by the entre- 
preneur, varies inversely with the rate of interest. If the market 
rate of interest is 3 per cent., the optimum length of life is over 
42 years, but at 4 per cent, the length of life is not quite 32 years. 

Suppose now that production is carried on continuously, the 
capital goods being brought into use continuously and uniformly at 
the rate of n goods per year. After an initial period, it follows that 
the goods are scrapped at the same rate, each having served its 
optimum life of t years. At any moment, there are nt goods in use 
with ages varying uniformly from 0 to years. The number of 
goods in use with between x and x+Ax years of life to run is approxi- 
mately n Ax, The value of the future product of one such good, 
discounted to the moment considered, is 

r 

The total present value of all goods in use is approximately 


2~(1 JiT, 
r 

the sum extending over all intervals Ax from 0 to t. Taking the 
limit for the continuous range of ages of the goods, the exact present 
value of all capital goods in use at the given moment is 



This capital value, like the optimum life of each good, is dependent 
on the given market rate of interest. 
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'*^6.9 AYerage and dispersion of a frequency distribution. 

We are given N items showing values of a certain attribute 
according to the frequency distribution : 


Value of attribute 

- 

^2 ^3 


Total • 

Number of items - 


Vi Vz •• 

• Vn 

n 

N= Xyr 




?*=1 


For example, the families in a certain town may be distributed 
according to the number of rooms occupied. The attribute, number 
of rooms occupied, takes the values Xi — l, z^ = 2, = ... . Then 

represents the number of families occupying one room and so on. 
The average value of the attribute is defined as 


iv 

and the staiidard deviation of the attribute as a~ where 


2 y^ixr-xf. 
iv r=i 


These are familiar statistical figures, the average indicating a 
central value and the standard deviation indicating the “ spread ” 
or “ dispersion ” of the attribute in the group concerned. 

Most of the variable characteristics considered statistically are 
not of this discontinuous nature. They are so finely divisible as' to 
be measured by values which can be taken as continuous variables. 
The ages of a set of school children, the rents paid by a group of 
families and the death-rates in a number of districts are diverse 
examples of continuously variable characters. In practice, a 
number of items distributed according to such a characteristic is 
shown in definite groups or grades of the variables. Families, for 
example, may be arranged in grades of rent between 2 and 3 shillings, 
between 3 and 4 shillings, and so on. This is, however, a rough 
method and the results obtained are ajffected by the nature of the 
grading. Something more precise is required for a theoretical treat- 
ment. It is assumed, therefore, that the jfrequency distribution of a 
number of items is represented by a continuous function y =f{x), 
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implying that the number of items Fith value of the characteristic 
between x and (x ^-Ax) is approximately /(a;)z] a:, the approximation 
being closer as the value of Jit; is made smaller. The total number 

of items is N = Sfla:) Ax 

approximately. Taking the limit, we have exactly 


iV: 


= [ f(x)dx, 

a 


where a and b are the lowest and highest values of x found. 

The approximate values of the average and standard deviation 
of the variable in the distribution are x and where 

x = -^'Lxf{x)Ax and o‘a-^="'S{x -x)^f(x)Ax, 

Taking the limit for an exact representation, we have 

f xf{x)dx 

a 


X = 


-.^[xf{x)clxJ^ 


1 

and 


f f{x)dx 

^ a 

f {x -x)^f{x)dx 

a 


f f{x)dx 

a 


We have here another direct application of the sum definition of an 
integral. 

For example, Pareto’s income law asserts that 
A 

2/=^^ {A and a positive constants) 

represents the number of persons with an income of £x, a continuous 
frequency distribution of persons according to income. The number 
of persons with income between and £6 is 


_r_£i] =-(^- 


The average income of these persons is 


x = 


1 f» A , 1 r A , 1 A / 1 1 \ 
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Take a=x and let h tend to infinity. The number of persons vdth 
income over & is thus 

CL X°- 

and the average income over ix is 

A 1 _ 

^ N oc — 1 a — 1 

The law has the property that the average income over £x is a 

constant multiple practice it is found that a = 1*5 

approximately. Hence, the average income over £x is approxi- 
mately £3a:, a result which agrees well with observed data of income 
distribution, at least for large incomes. 


EXAMPLES XV 
Integration 

1. From the sum definition of an integral, show that [ Idx — h- a. What 
is the indefinite integral of 1 ? Hence check the result. ^ 

2. If fix) is continuous, the sum 2 i^r+i *" ^r) has j f{x)dx as 

. . 

its limiting value as n increases indefinitely. Deduce that xdx==:^{b^ - a^) 
and check from the indefinite integral of x. ^ 

3. If f{x)-x\ check that f f(x)dx^\ f{x)dx+? f{x)dx for any values 

of a, 6 and c. ‘ ® 

4. Show that ^ j ^J(x)dxj = -f(x). (Use property (1) of 15.1.) 

6. Evaluate the indefinite integrals of 

a;®, -i, + ax-\-b + -, 

a? ^/flJ 

6* Use the results (l')“(3') of 16.4 to evaluate the integrals of 

n/T+ I c, r , ~ — — — ■— ^ sffi ^ «V!3? 

(3a;+2)2’ x^ + x-1^ e , xe , . 

7. Showthat jj^da;=log(l + 6«) and j J^(fe=:log(6*_e-*). 

8. From the integral of the general expression (ax + h)^, show that 
](l+rr)®drr=:g(l+a;)3. Expand (1 + x)^ in powers of a? and show that 

j(l + 0 ?)® dx = x + x^ + - Why are the two results apparently different ? 



4 
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If ^ = log £», check that 2 / = (log a; - 1) + constant. 

ID, Show that 1 (a; - 6) e ^ dx^—aH ^ . 

11. Verify that i ( — ) and deduce that 

aj2 “ 1 2 Va? - 1 a? 4- 1/ 

r da; 1 , a; - 1 

# r ctp^ 

12. Express a® as a power of e and deduce that j a® da; = • 

r2 

IS. Find I ^2® da;. Check by drawing an accurate graph of y = 2^ and esti- 
mating (by coxmting squares of the graph paper) the area under the curve, 
above Ox and between the ordinates at a;= 0 and a;= 2. 

14. Find, by integration, the area under the straight line y = x-^lf above 
Ox and between the ordinates x~0 and a;=l. Represent graphically and 
check by calculating the area of a trapezium, 

fl 1 14 ffi-l dx 

15. Show that ]^ir3da; = j, ^^^xdx = j, 

16. Find the area under the parabola above Ox and between the 

ordinates at a?= ~ 3 and a; = 3. Verify that it is twice the area between the 
ordinates at a; = 0 and a; = 3. 


17. Show that the area between the rectangular hj^perbola xy = and the 

axis Ox and between ordinates at a;= a and a; = 6 is log - , if a and h have the 

Ctf 

same sign. Why does the result not hold when a and h have opposite signs? 
r2 

18. Evaluate 4a;H- 3)da; and check that it equals the difference 

between the area between the parabola 2/=a;2-4a;+3 and Oo; from a; = 0 to 
a; = 1 and the area between Ox and the parabola from a; = 1 to a; = 2. Illustrate 
graphically. 

19. By taking the difference between two integrals, show that the area 
enclosed between the parabolas y = x^ and 2/= n/« is 


fa fa 1 fa 

20. Show that X6~’^^dx = 0 and dx^-\ da; for any value 

of a (see 15.4, Ex. 9, above). 

21. Calculate approximate values of J '~ ~ 2 trapezoidal and 

Simpson’s rules, dividiag the range (0, 1) into ten equal parts in each case. 
The value of this integral is known to be Jtt. Hence estimate the closeness of 
the two approximations. 

22. If the velocity of a body at time t is v=f(t), show that x=^^f(t)dt 
is the distance travelled from zero time to time t. Find the distance when 


’ t; = a “• 5^ and show that the body comes to rest after travelling a distance 


26 * 
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28, The acceleration of a moving body is a constant a over time. Show 
that, after time t, the velocity isv — u + at and the distance travelled a; = 4- 

where u is the velocity at zero time. 

Integrals in economic problems 

24. If the marginal revenue of output x is p^ = a “• hx^ find the total revenue 
function by integration and deduce the demand function. 

25. If the marginal revenue function is show that 

n = — ^ - c is the demand law. 
x+h 

26. Find the total cost function if it is known that the cost of zero output 
is c and that marginal cost of output a? is = aa? + 6. 

27. If >rr,, = — ~ — is the marginal cost function and if the cost of zero 

^Jax + h 

output is zero, find total cost as a function of x, 

28. If interest is reckoned continuously at 4 per cent, per year, show that 

the capital value of uniform income stream of £100 per year for 10 years is 
approximately £824 and for 1 00 years approximately £2,454. (<3 = 2*71828.) 

29. Write down the capital value of a uniform income stream of £a per year 
for X years, reckoning interest continuously at lOOr per ‘cent, per year. By 
letting , deduce that the capital value of such an income stream going 

on for ever is £ - . 

T 

30. An income stream decreases continuously over time for x years, the rate 
being £a per year at t years from now. Find the capital value at lOOr per 
cent, continuous compound interest. Show that this equals the capital value 
of a uniform income stream of £a per year for x years if the rate of interest is 
raised to 100 (r 4- 6) per cent, per year. 

31. An income stream decreases continuously for x years. At time t years 
from now, the income obtained is at the rate of £a(l ~ 2 at) per year and the 
continuous rate of interest is 100r(l - at) per cent, per year. Show that the 
capital value of the income stream equals that of a steady and continiious 
income of £a per year for x years at the constant rate of interest, computed 
continuously, of 100r(l ~ ax) per cent, per year. 

32. In the problem of Examples XIV, 31, show that the value of all inter- 
mediate products at any time is 

where ~ = 16 log A, In the competitive case (r being such that ap^ + bp^, = xe-^^*) 
show that 

33. In the problem of 15.8, p is defined so that /(^) = ?(1 - i.e. the 

P 

product of the capital good represents a net rate of return of lOOp per cent, 
(computed continuously) on its cost/(«). Find an equation for the length of 
life of the capital good so that p is a maximum. 


A= 16 a:(l- 




:) log(2s/p^(,)'; 
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34. In the competitive case of the problem of 15.8, the market rate of 
interest is such that the present value of the product of the capital good 
equals its cost. Show that the optimum length of life of the good as deter- 
mined in 15.8 equals that determined in the problem of the previous example. 

35. If f(t) = Sas/t and the competitive case of the previous example holds, 
show that the market rate of interest is approximately 4-| per cent, per year 
and that the capital good has a life of approximately 28 j^ears. 

36. In the problem of 15.8, if f{t) = bs/t and the market rate of interest is 
lOOr per cent, per year, show that the present value of all capital goods in use 

at any moment is approximately 7c = 0-55 “ . If the rate of interest is 5 per 

cent, per year, show that the present value is approximately 220 times the 
value of the yearly product of the capital goods. 

37. In the problem of 15.8, the cost of a capital good of life t years is £f{t), 

where f(t) = 5^1- • Show that the optimum value of t is given by 

e'^^=l + rt + 

When the interest rate is 4 per cent, per year, find by graphical methods the 
approximate value of t, 

38. In a sample of 898 working-class families in Bolton, 1924, the families 
were classified according to the nxnnber of rooms occupied : 


No. of rooms 

2, 

3 

4 

5 

6 

7 

8 

Total 

No. of families 

15 

477 

227 

169 

7 

2 

1 

898 


Show that 3-65 is the average number of rooms occupied per family. Find 
the standard deviation of the number of rooms occupied per family in this 
group of families, 

39. By differentiating both sides of the equation, show that 
I da; = r I dx - 

fco p 

for any value of r. If denotes da; = Lim \ x'^e~^dx, deduce that 

= and that Jo= 1. Hence show that the average and standard devia- 
tion of the frequency distribution y=:xe~^ for the range from 0 to infinity 
are ^ = 2 and s/2, 


CHAPTER XVI 
DIFFERENTIAL EQUATIONS 


16.1 The nature of the problem.. 

Data provided by scientific observation usually relate to small 
movements or changes in the quantities concerned. Information in 
“ bulk ”, covering a wide range of events, is scarcely to be looked 
for in practice. Translating the data into forms suitable for mathe- 
matical expression, we obtain relations between increments in 
variable quantities and, in the limit, the relations involve the 
derivatives or differentials of the variables. Mathematical theories 
in the sciences, if they are to be “ realistic ”, must thus be built on 
the basis of differential equations^ relations between the derivatives 
or differentials of varying quantities. It is then the business of the 
theories to deduce the functional equations between the variables 
which lie behind the differential equations, i.e. to express the 

general laws whose variations correspond to the given data. In 
physics, for example, much of the data is expressed in terms of 
variations in ''energy”, of one form or another, and leads to 
certain fundamental differential equations from which the laws of 
" observation of energy ” are to be derived. Differential equations 
thus occupy a fundamental position in most highly developed mathe- 
matical sciences. 

The nature of a differential equation can be examined first in the 
case where only first-order variations in two variables x and y are 
involved. The simplest case can be written 


dx 




where /(ir) is some given function. We have seen (15.3 above) that 
this case is easily dealt with by means of the concept of an integral. 


DIFFERENTIAL EQUATIONS 
A more general form of the ease is 

dy 
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dx 


=f{x, y) 


where the given function /(a;, y) involves both x and y. Given the 
values of x and y, then the value of the derivative of the relation 
that must exist between x and y is also known. From this in- 
formation, we attempt to deduce the actual form of the functional 
relation, to find that particular function which gives a derivative 
satisfying the above relation. This is the problem of the solution, 
or integration of a differential equation, a problem which is 
clearly an extension of that already solved by simple integration. 
A still more general form of the type of differential equation here 
considered is a relation involving the derivative in a non-linear way, 


a relation including, for example, such terms as 


dx, 


or log 


dx. 


The development of the following sections is concerned almost 
entirely with the simpler hnear differential equation, but it must be 
remembered that more complicated forms can be considered and 
solved. A- 




dy 


The meaning of a dirferential equation of the form y) is 

most clearly seen in diagrammatic terms. At each point (a?, y) of 
the plane Oxy, the equation provides a definite value of the derivative 

This is the gradient of the direction in which the variables are 

allowed to vary from {x, y), i.e. the gradient of the tangent to the 
(at present unknown) curve through (x, y) expressing the relation 
between x and y implied by the differential equation. Our problem 
is thus that of constructing complete, curves knowledge only of 
their tangent gradients. An example illustrates. The equation 


dy_ 

dx 


■r 


2xy 


gives a tangent gradient at each point of the plane Oxy, At the 

point (1, 1), for example, the tangent gradient is ^ = I? ^ bne sloping 

upwards with gradient J through the point (1,1). A convenient set 
of points, covering the plane Oxy fairly uniformly, is selected and 
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the tangent gradient evaluated at each point. When lines with the 
appropriate gradients are drawn through the points, a graph of the 
kind shown in Fig. 97 is obtained.-^ It now appears that a system 
of curves, one through each point of the plane, can be drawn to 
touch the lines of the graph. This curve system, some members of 



Fig. 97. 


which are shown in Fig. 97, corresponds to the solution of the given 
differential equation. In this particular case, the curve systeni 
consists of circles with equation x’^+y^-2ax + l^Q where a is a 
parameter. This equation is the ‘‘integral’' of the differential 
'equation.* 

From a shghtly different point of view, we can start from any 
point of the plane Oxy and describe a curve through it by moving 
always in the direction indicated by the differential equation. 
Having obtained this curve, we can select a point not on it and 
describe a second curve passing through this point. The process 
can be continued until a whole system of curves is obtained to 
represent the solution of the given differential equation. 

* The use of the term “ integral ” to describe the solution of a differentia,!/ 
equation ^is clear. The solution corresponds to a curve system which is built 
u p, or “ integrated ”, step by step, from the tangent gradients given by the 
dijfferential equation. 
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An important point now arises. The integral of a differential 
equation of the type considered is shown by a curve system and 
so it must involve a single parameter or arbitrary constant. This 
is illustrated by the integral, + 2ax + 1=0, of the equation 
above. The point is worth emphasising by putting the converse 
problem. The following examples show that a single arbitrary 
constant can be eliminated from a functional relation by differ- 
entiation : 

Ex. 1. From the relation 
we obtain 2x dx dy— 0, 

i.e. the differential equation ~ 


Ex. 2. From ~ 2ax + 1 = 0, 

we obtain 2a: dx + 2y % - 2a dx = 0, 

(xdx-^'y dy) 

i.e. a = ~ r - -- ‘ 

dx 

Substituting in the original equation, we find 

(x^ - l)dx + 2xy dy-0, 

dy _ x^-y^-l 

dx 2xy ’ 

a differential equation in which the parameter a does not appear. 

Ex. 3. Differentiating y^ - 2ax + = 0, 

we have 2y dy -2adx^ 0. 

Substituting ^=2/^ original equation we find a differential 

equation which is not hnear in the derivative 


I.e. 

i.e. 


dx ‘ 


The integration of a differential equation reverses the procedure 
of these examples, taking us from a relation in the derivative to the 

complete relation between x and yl So the integral of ^ = 2x6'"'^ is 

^ dx 

=a, and similarly for the others. In each case the integral 
involves one arbitrary constant : 

The integral of a differential equation in the derivative of y with 
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respect to x is a relation between x and y which includes a single 
arbitrary constant. 

The result stated, though not formaUy proved, has been illustrated 
sufficiently for our purpose.* 

To extend to cases of more than two variables, suppose that we 
have a relation between the first-order variations in three variables 
X, y and z. In its simple form the relation can be written 
f{x,y,z)dx+g{x,y,z)dy-dz = 0, 
giving the values of the partial derivatives 

and ~==g(x,y,z). 

In diagrammatic terms, we are given the tangent plane (by its 
gradients in the two fundamental directions) at each point of Oxyz 
space and require to '' integrate ’’ the planes into a system of sur- 
faces. The integral of the differential equation thus appears as a 
relation between x, y and z, including one arbitrary constant, and is 
shown by a system of surfaces. An example makes this clear : 

Ex. The relation x^ + y'^^az {a being a parameter) 
gives 2x dx-]~2y dy-a dz. 


zg{x, y, z). 


Ex. The relation 


Substituting 


xdx-^ydy . 


in the original relation, we find 


2^2^ 2s 


xdx^-y dy 


i.e. 2xz dx + 2yz dy - {x^ + y^) dz = 0, 

dz 2xz T dz 2yz 

or ^ = o and ^ » 

ox x^ + y^ dy x^+y^ 

We have a diferential equation in which the parameter a does not 
appear. Conversely, the integral of the differential equation shown is the 
relation +y^=az including the arbitrary constant a. 

More involved dffierential equations in three or more variables 
can be written and some examples will appear later. The simple 
type here considered suffices for the moment. 

* It is to be noticed that the indefinite integral which is the solution of 
dy 

contains an additive constant, a particular case of the present 
general result. 
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16.2 Linear differential equations and their integration. 

Of the first-order differential equations in two variables x and y, 
the most useful is the linear differential equation in which the deriva- 
tive or differentials are related linearly, squares, cubes and other 
expressions in the derivative or differentials being excluded. We 
can write the equation either as 

P dx-^-Q 

where P and Q are given functions of x and y^ or as 

where /(ir, y) is some function of x and y. To pass from one form to 
the other, it is only necessary to associate f(x, y) with , the ratio 

( - • It is to be noticed that, though the derivative appears 

linearly, there is no such restriction on the variables x and y. 

As in the case of simple integration discussed in the previous 
chapter, there is no comprehensive practical scheme for integrating 
differential equations, even of the linear type. Some particular 
methods for certain cases are given below but there remain many 
instances in which the integral can be obtained only after much 
trial and error or which cannot be integrated by any practical 
method. 

The following are the four main cases for which definite practical 
methods of integration can be given : 

(1) The form 

ax 

By simple integration, the solution of this form is 



where a is an arbitrary constant. 
(2) The form ^ 


This form can also be solved by simple integration. 


dx 


(log y) 


1 % 
y dx’ 


the equation is 


A 

dx 


(log y)=f(x). 


Since 


2D 


M.A. 
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Hence, logy=^^f{x)dx-\'a, 

wliere a is an arbitrary constant. The variable y is found explicitly 
in terms of x by taking the exponential of the right-hand side. 


Ex. 1. y{l-x)dx-xdy^O. 
Here 


Idy l'^xl ^ 
y dx^ X X ' 

log 2/^ = JQ - dx + constant -logx-x^-h. 

Iog0= -(a;-6), 


and 

So ' 
i.e. 

Writing where a is thus an arbitrary constant, we have 

y^axer^. 

Ex. 2. To find y as a function of x when it is given that the elasticity 
of y with respect to a; is a constant a. We have 


X dy 


I dy a 


So 


y dx y dx x 

log y = a J ~ + constant = a log x + constant, 


i.e. 

i.e. 

i.o. 




constant, 


— = constant = a, 
x^ 

y=ax^. 


Ex. 3. As a: increases, the variable y increases at a rate always equal 

to a multiple p of its current value : To find y as a function of x, 

we write : 

Idy 

y dx 

So logy=^px + b, 

and 

where a is an arbitrary constant. Compound interest growth at the con- 
tinuous rate of lOOp per cent, per year is a particular case of this result. 

( 3 ) The form ^ (a;) do; + ^ (2/) % = 0. 

This case, in which the variables are said to be '' separate 
holds whenever the differential equation can be so arranged that the 
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coefficient of dx depends on x only and the coefficient of dy on y 
only. The integration is then effected at once : 

(a;) ( 2 /) %= constant. 

It is only necessary, therefore, to evaluate two simple integrals. 

Ex. 1. ey^ = 2x. 

dx 

Here 2x dx - dy =^0 y i.e. 2 Jo; do? = constant. 

So i.e. 

or 2 /=log(a; 2 -a), 

where a is an arbitrary constant. 

Ex. 2. (y + k) dx + {x+ h) dy = 0, where h and h are fixed constants. 


Here 


dx dy 

^=0, I.e. 


C dx C 

■ J ra+J 


dy 

y + k 


= constant. 


x+h y+k 

So log{x+h)+log(y + k)-b, i.e. log{x-^h){y 
Hence, writing a = e^, we have 

{x+h)(y + k)=a, 

where a is an arbitrary constant. The integral is represented by a system 
of rectangular hyperbolas (see 3.7 above). 

" Ex. 3. The variable y increases as x increases at a rate given by 

where L and p are given constants.* To find 2 / as a function of x : . 


Here 

But 

So 


Ldy 


{Ldy 


pdx, i.e. =px + b 

y(L-y) jyiL-y) ^ 


f Ld,y _( 

71+ ^ 

]y{L-y) J 

\y L-yJ 


dy=log y -\og{L-y) = -log 


L-y 


log- 


-y 


L —y 

px-by i.e. ^==e~^e’"^ =a6‘'^, 


y y 

where a=e*~^ is an arbitrary constant. After rearrangement, 

L 


y- 


1 


* This is a modified version of growth at compound interest. The curve 
representing 2/ as a function of x is called a logistic curve and it is sometimes 
used to express the growth of a population over time. 
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(4) TJie '' exact ’’ form. 

It may happen that the differential equation can be arranged, 
after multiplying through by a suitable factor, in the form 

P dx^Qdy=^0, 

where the left-hand side is the differential of some function y)^ 
i.e. Pdx + Q dy=d(l) {x, y). The equation is then said to be '' exact ” 
and its integral is clearly 

^ (a;, 2 /) = constant. 

The following examples illustrate how equations can be arranged 
so that they appear in the '' exact ” form. 


Ex, 1. ydx+xdy~0. 

The equation is exact as it stands and can be written d(xy) =0. 
The integral is xy - a, where a is an arbitrary constant. 

Ex. 2. {x^ -y^ -l)dx + 2xy dy-0, 

Now d f dy)x- {x^ +y^ + l)dx 

_ {x^ _ l)dx-i-2xy dy 

_ 

Hence, on multiplying through by ^ , the given equation becomes 

and the integral is — =a, where a is an arbitrary constant. 

So a;^+y^“2aa; + l -0, 

as represented by the system of circles of Pig. 97. 


Ex. 3. -2sJy + h > where h and h are fixed constants. 

We can write the equation in the form 


i.e. 


The integral is thus 




h-Jy+h , , 

— — =a, where a is an arbitrary constant. 

This integral is shown by a system of curves, each being the arc of a 
parabola (see 3.7 above). 
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The differential equation of the linear type in three variables 
X, y and z appears in the form 

P dx^'Q dy'^R dz~0, 

where P, Q and R are three given functions of x, y and z. This is 
often termed the total differential equation. The integral is a relation 
between the variables including a single arbitrary constant and 
reproducing, on differentiation, the given differential equation. 
Since we can take 2 ; as a function of x and y, we have 

dz_^(dz\ _ P ^ 

dx \dxj 2 / constant R \dy) a; constant 

An alternative expression of the differential equation is thus 


dz 

dx 


y, and 


dz 

dy 


--g{x, y, z), 


where the functions / and g are to be associated with - ) and 

( Q\ ^ ^ 

{ respectively. The cases where there are more than three 

variables are exactly similar. Practical methods of the kinds indi- 
cated above serve to integrate particular forms of the total differ- 
ential equation."^ The following examples illustrate the procedure : 

Ex. 1 . The partial elasticities of 2 ; as a function of x and y are constants 
a and ^ respectively. To find z in terms of x and y : 


X dz 
zdx 


and 

zdy 


i.e. 

So 

and 


dx ^dy dz ^ 

cc — +B^ = 0 . 

X y z 


a 


C dx 

J ^ 


(6 an arbitrary constant) 


'x^y^\ 

z J 


b. 


i.e. 


alogx+^logy -logz==b, i.e. log 

Writing a — e*"^, the integral of the differential equation is 

z^ax^y^. 

Ex. 2. xdx+ydy + zdz=0. 

^xdx + j*2/% + =constant, 

\x^ + \y^ 4* ^ = constant. 


So 


* For a method which serves in most ordinary cases, see Piaggio, Dijferential 
Equations (1920), p. 139. 
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The integral required is thus represented by the system of spheres 


where a is an arbitrary constant. 

Ex. 3. 2xzdx+2yzdy - {x^ ’^y^)dz =0. 

Multiplying through by , the equation is thrown into exact form 


d 


So 


x^+y‘ 




and the integral of the equation is x^+y^^az, where a is an arbitrary 
constant. This integral is represented by a system of surfaces known as 
“ paraboloids ’’ (see 11.2-3 above). 


16.3 The general integral of a Mnear differential equation. 

Two points arise in considering linear differential equations from 
a general and theoretical, as opposed to a practical, angle. One 
^ concerns the question whether an integral of a given equation exists 
at all, and the other whether the integral, if it exists, is uniquely 

• determined or not. 

The fundamental existence ’’ results, which answer the first 

♦ question, can be stated, but not formally proved, here.* The linear 
differential equation in two variables, 

Pdx+Qdy=0 or ^=^f{x,y), 

can be shown to possess an integral in all cases where certain con- 
ditions are satisfied by the functions P and Q, or by the function /. 
These conditions are satisfied in aH ordinary cases, e.g. when / is a 
function with continuous partial derivatives. In the two-variable 
case, therefore, we can assume that aU the usual linear differential 
equations are integrable. 

A compheation arises when we pass to cases of three or more 
variables. It can be shown that the linear differential equation 
P dx + Q dy+Bdz=0 fails to possess an integral even in quite 

* See de la Vall4e Poussin, Gours d' analyse infiniUaimale, Vol. II {6th Ed. 
1925), pp. 133 et seq., pp. 292 et seq. ; Piaggio, Differential liquations (1920), 
pp. 139 ei seq. 
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ordinary cases. Tire integral exists only if the functions P, Q mid E, 
having continuous partial derivatives, satisfy a certain relation 


which is called the integmbility condition. We cannot assume that 
the equation has an integral at aU without first imposing or verifying 
the integrability condition. For example, the equation 

2xz dx + 2yz dy - {x^ + y^) ia: = 0 

is found to satisfy the integrability condition ; its integral has, in 
fact, been found above. On the other hand, the equation 

dx -{-zdy ~['2y 

though quite simple in form, fails to satisfy the integrability con- 
dition and possesses no integral. 

In diagrammatic terms, these important results imply that a set 

of tangent lines in the plane Oxy with gradients given by y), 

where / is a given function with continuous partial derivatives, can 
always be built up, or '' integrated into a system of curves. But 
this is not true of the corresponding case of a set of tangent planes 
in space Oxyz, It may not be possible, even in quite simple cases, 
to build up the planes into a system of surfaces, i.e. to find a 
set of surfaces to fit the given tangent planes. It is not easy to ■ 
see why the extra dimension spoils the simplicity of the previous ■ 
result. 

Turning to the question of the uniqueness of integration, the 
integral of a linear differential equation in two variables is an 
equation in the variables including one arbitrary constant. This 
constant must be involved linearly. If, for example, squares or 
cubes of the constant appear, then the process of eliminating it must 

dn 

lead to an equation involving squares or cubes of the derivative ^ , 

i.e. to a non-hnear differential equation. Example 3 of 16.1 illus- 
trates this point. It follows that the constant can be separated off 
linearly from the variables of the integral,^' i.e. 


In fact, the curve system representing the integral of the differential 
equation must be such that one, and only one, curve of the system passes 
through each point of .the relevant part of the plane Oxy (see 3.7 above). 
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Tlie integral of the linear diflferential equation P dx-\-Qdy ^(} can 
be written ^ «/)= constant, 

where is a function with partial derivatives proportional to P and Q, 


Ex. The equation {x^ - - l)dx+ 2xy dy^O has an integral 
^2 ^^2 _ 2ax + 1 = 0 , 
which can be arranged in the form 

+2/^ + 1 


Here 


<f>ise,y) 


■ = constant. 
a;2+ 2/^ + 1 


and 


9 ^ x^-y^-1 d<f>_2xy 
’ 9y"'^ ^ 


dx x^ 

which are proportional to the coefficients of dx and dy in the original 
differential equation. 


It is easily seen that the form of the function ^ {x, y) is by no means 
imique. In fact, if <j>{x^ ^)= constant is one form of the integral of 
the given equation and if F is any function, then 
F{^ {x, y)} = constant 

is also a form of the integral. For, if <j>{x, y) has a constant value 
for certain values of x and y, then F{<f>(x, y)} also has a constant 
value for these x and y. Hence : 


If ^(o?, 2 /) = constant is one integral of P dx-^Q dy — 0^ then the 
general integral is F{^{x, y)}=: constant, where F is an arbitrary 
function. 


This lack of uniqueness only affects the form of the analytical 
expression of the integral ; it does not correspond to any lack of 
uniqueness in the integral itself. The curve system which represents 
, the integral is quite unique, being obtained equally well from 
F{j>{x, 2 /)} = constant as from f>{x, 2 /) = constant. The contour map 
of the function z-F{4,{x, y)} does not depend on which form of F 
is selected and always gives the integral of our differential equation. 
For example, the, integral of {x^-y^-l)dx + 2xydy=0 is shown by 
the perfectly definite system of circles (Fig. 97). The analytical form 
of the integral can, however, appear in various disguises, e.g. 


^ = const.; const.; log = const. 




X 
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Exactly similar results hold for the total differential equation in 
three variables P dx + Q dy + R dz=Q, provided that the integrability 
condition is satisfied. The form of the integral appears 

(a;, 1 /, 2 ;)}== constant, 

where ^ {x, y, z) = constant is one integral ajid F is an arbitrary 
function. The partial derivatives of ^ are proportional to P, Q and P. 
But the integral itself, as represented by a system of surfaces in 
space, is quite definite. The result extends, of course, to cases of » 
more than three variables. 

16.4 Simultaneous linear differential equations. 

Two linear differential equations in three variables must give rise 
to two functional relations between the variables, each including 
one arbitrary constant, and represented by two systems of surfaces 
in space. An actual example will illustrate the position. 

Ex. By differentiating and eliminating the constants in 

and + 

we have dx+dy-^ dz = 0 and 2xz dx + 2yz dy - +y^)dz=^0. 

The two functional relations provide the solution of this pair of linear 
differential equations. The latter can always be arranged to give the 
ratios of dx, dy and dz in terms of x, y and z. Here, on solving the differ- 
ential equations for the differentials, we find 

dy x^ -{-y^ +2xz ^ dz ^ x-y 

^ and -A_ 

dx x^ -{-y^ + 2yz dx x^ +y^ + 2yz 

dx - dy dz 

or ' = ^ = : . 

■\-y'^ +2yz x^+y'^^2xz 2z{x-y) 

Further, the relations giving the differential equations can be arranged 
to give any two of the variables (say, y and z) as functions of the third (a;). 

In the present case, we find 

y = ± + 4a6) - 46a; “ 4rc2 - 16 

and + 4:ab) -4,bx -4:X^ -X -\~a 

These functions involve the two arbitrary constants a and 6. We can 
now say that the derivatives of these two functions must correspond to 
dv dz 

the values of ™ and ^ given from the differential equations. In dia- 
grammatic terms, the solutions of our differential equations is shown by 
a pair of systems of surfaces in space. But the intersection of each pair 
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of surfaces (one from each system) is a curve in space. The solution is thus 
shown by a whole system of curves, not of the plane kind, but of the spatial 
kind. In the present case, the curves are parallel plane sections (by 
x+y+z=a) oi paraboloid surfaces {x'^+y^-=bz). These curves are in 
space ; they do not lie in one and the same plane. 


In general, two given linear diiBferential equations in three variables 


can be arranged in the form 


dx _dy ^dz 


where P, Q and B are some functions of x, y and z. So, if we con- 
sider y and 2 : as functions of x^ we can write 


% 

dx 


=f{x,y,z) and ^=g(x,y,z), 


dz 

dx 


Q B 

where the functions / and g are equivalent to the ratios p and p. 


It can be shown that the integral of these equations exists in all 
cases subject to the usual conditions concerning the continuity of 
the functions P, Q and P, or the functions / and The integral 
appears in the form of two relations between the variables, each 
involving an arbitrary constant which can be separated o ff linearly : 


9/nd ifs{Xj y, z)=:b. 


As before, the analytical forms of <f> and are not unique. . In fact, 
the integral can be expressed in general as 

F{<f> {x, y, z)} = constant and 0{iff {x, y, z)} = constant, 

where P and G are any functions. Alternatively, the integral can 
be written, on solving the two relations, as giving (say) y and 2 : as 
functions of x. Each function involves two arbitrary constants and 
its analytical form is not unique. 

The integral described can be shown, in diagrammatic terms, as 
a pair of systems of surfaces in space, i.e. as a system of curves 
in space. This curve system is perfectly definite and not affected 
by the lack of uniqueness of the analytical form of the integral. 
The nature of this ^agrammatic representation can be examined 
further. 

* See de la Vallee Poussin.,, d'analyse. infinithimah, VoL II (5th Ed. 
1925), pp. 141 et seq. 
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Let P be any point on a curve in space, and draw the tangent line 
to tbe curve at P (Eig. 98). The '' projection of the curve and its 
tangent on to the plane Oxy gives a plane curve passing through a 
point Q with a definite tangent, Q being the foot of the perpendicular 
from P to Oxy, The plane curve can be regarded as the shadow 
of the spatial curve on the 
plane Oxy (taken as horizon- 
tal). The curve in space is 
represented by two functions, 
y and z as functions of x. 

The shadow plane curve is 
then represented by the first 
of these functions, 2/ as a 
function of x, and the grad- 
ient of its tangent at Q is 
indicated by the derivative 

In the same way, the 

space curve has a '' shadow ” 
on the plane Oxz, a curve 

representing z sls a> function of x and with tangent gradient given 
dz 

by ^ . The curve in space and its tangent at P can thus be 

investigated by means of two shadow ” curves and their tangents. 
Now, the given differential equations 



dx 


y, 2 ) and V, 


d'u dz 

give values of ^ and ^ at each point P{x^ y, z) of space, and so 

determine two ‘‘ shadow ’’ tangents, one in the plane Oxy and the 
other in Oxz, These “ shadows ” can be combined to give a definite 
tangent line in space at P. The integral of the differential equations 
is then obtained by building up the tangent lines into a system of 
curves in space, one curve passing through each point of space. 

The practical process of integrating a pair of differential equations 
of linear form is often extremely difficult.* The following examples 
illustrate the practical integration. 

* See Piaggio, Differential Equations (1920), pp. 133 ei seq. 
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Ex. 1. 


MATHE10.TICi^ Al^ALYSIS EOR ECONOMISTS 

dx_^dy_^dz 
X y z 


dy y 1 dy 

One of these equations can be written or - - 


dx x'"" ydx x' 


On integrating this by ordinary methods (16.2 above), we have 
y=ax (a being an arbitrary constant). 
dz z 

Similarly, from the other equation 

z=^bx (6 being an arbitrary constant). 

The integral of the pair of differential equations is thus 
y==ax and z-bxy 

shown by a system of straight lines in space, all passing through 0. 

dx _^dy ^ -dz 
2xz 


Ex. 2. 


2yz 


+y^ 


It can be verified that these differential equations can be arranged in 
the form (amongst many others) 

and xdx-^y dy-\'2zdz-^. 

^ y 

We can now integrate at once : 

- J— = constant and Ja; dx + Jy % + 2 J s & = constant, 

i.e. log a; -logy — constant and |a;^ + |y^+ 2 :^== constant. 

The integral of the equations can then be written 
y—ax and + 2^^ = 6, 

where a and b are arbitrary constants. The two surface systems are now 
a system of planes (y-ax) and a system of surfaces known as ellipsoids ’’ 
{x^-^y^ + 2z^^b). The integral is shown by a set of plane sections of a 
system of ellipsoids 

Ex 3 ^ -dy ^ dz 

x^+y’^+2yz x^+y^-{-2xz 2z{x-yy 

If can be verified, in this case, that the two relations 

dx + dy -^-dz—O and 2xzdx+2yzdy -{x^ +y^)dz — Q 
hold. The integral of the first relation is found at once as 

a;+y+2:=a 

and that of the second (16.2 above) as 

x^+y^==:bz, 

where a and b are arbitrary constants. The complete integral is thus 
obtained in the form already considered above. 



DIFFERENTIAL EQUATIONS 


429 


16,5 Orthogonal curve and surface systems. 

The linear differential equations in two variables 

P dx + Qdy=0 and ^ = ^ 

give two tangent lines at each point {x, y) of the plane Oxy, one with 

gradient {to Ox) equal to ^ other with gradient equal 

to “ • Since the product of these gradients is - 1, the tangent lines 

are always perpendicular. Hence, the two curve systems repre- 
senting the integrals of the equations must be such that, wherever 



a curve of one system cuts a curve of the other system, the two 
curves are at right angles. Such curve systems are described as 
orthogonal systems. An example of differential equations of the 
orthogonal type is given hj ydx-^xdy=^ and xdx-ydy^^. It is 
easily seen that the integrals are respectively xy^a and x^-y^=^b, 
where a and b are arbitrary constants. The curve system, in each 
case, is a system of rectangular hyperbolas, one system being 
obtained from the other by rotation through 45°. Fig. 99 shows 
certain curves of the systems in the positive quadrant of Oxy and 
clearly indicates the orthogonal property of the systems. 

The total differential equation in three variables 
P dx-\-Qdy 

gives a tangent plane at each point {x, y, z) of space, and its gradients 
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are determined by the ratios of the functions P, Q and R. The pair 


of linear differential equations 

dx _dy _dz 

T~~Q~R 

gives a tangent hne at each point of space and its direction is deter- 
mined by the functions P, Q and R. It is a well-known result that 
this tangent line is perpendicular to the previous tangent plane at 
the same point. This can be verified by taking projections on the 
co-ordinate planes. The tangent plane contains a horizontal line 

dy_ _P 

~ Q' 


(parallel to Oxy) with gradient referred to Ox equal to 


This projects directly on to the plane Oxy. The tangent line, as we 
have seen, has a projection or “ shadow ” on the Oxy plane with 

gradient to Ox equal to ^ ^ • These two fines in Oxy are perpen- 

CLOC JL 


dioular. A similar resxilt holds for the projections on to one of the 
other co-ordinate planes, and it is then clear that the tangent line in 
space must be perpendicular to the corresponding tangent plane. 

The total differential equation (if it is integrable) is shown by a 
system of surfaces in space and the pair of linear differential equa- 
tions by a system of curves in space. These systems must here 
possess the property that, wherever one of the surfaces is cut by one 
of the curves, the intersection is at right angles. The surfaces and 
curves are said to form orthogonal systems. For example, the total 
differential equation xdx+ydy + zdz=:0 has an integral which is 
the system of concentric spheres (centre at 0) x^i~y^ + z^=c. The 

pair of linear equations ~ = ^ = ~ has been found to integrate to 

y=ax and z=bx, a system of straight lines all passing through 0. 
The lines are the diameters of the spheres and the two systems are 
clearly orthogonal. 


16.6 Other differential equations. 

There are many types of differential equations more complicated 
than the simple linear equations so far considered. For example, 
(dy\^ dy 

^ ^ non-linear equation involving only a 

first-order derivative and its integral (see 16.1) is ~ 2 aa 74 -a® = 0, 
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where a is an arbitrary constant. Again, by differentiating the 

h 

relation y=ax'\-- twice and eliminating the parameters a and 6, 

d/ii 

we obtain the differential equation which 

involves derivatives of the first and second orders. The integral of 
the equation is the relation above and includes two arbitrary 
constants.* The practical methods of integrating such differential 
equations are not easy. The following general problem can be taken 
as an illustration. t 

Ex. The dog and his master ” problem. 

A man stands at a point 0 and his dog at a point A in an open field. 
The man begins to walk at a uniform 
pace along a path at right angles 
to OA^ while the dog runs at a 
uniform pace (greater than that of 
the man) always in the direction 
pointing to the position of the man. 

When does the dog catch up with 
the man ? 

Take co-ordinate axes as shown 
in Fig. 100, Oy being the direction of 
the path taken by the man. Choose 
the unit of distance as OA, so that A 
is (1, 0). Let the ratio of the man’s 
speed to that of the dog be u, where 
ucj. After a certain time, suppose that the dog is at the point P{x^ y) 
and the man at Q on Oy. If the path taken by the dog is as shown with 
equation y =/(ir), then PQ is the tangent to the path at P with gradient 



Fig. 100, 


% 

dx 


MQ 

~MP" 


OQ-y 


So 


OQ=y -X 


dx* 


* This suggests an extension of the result of 16.1 above. It can, in fact, be 
shown that, if the nth derivative is that of the highest order ha a difierential 
equation in two variables, then the integral of the equation is a relation 
between the variables which includes n arbitrary constants, 

f For an account of this and similar problems, see Osgood, Advanced 
Galculus (1926), p. 332 et seq. 
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s=arc AP of the dog’s path 


OQ I 


= - (distance travelled by man) = — — -iy-x-—). 

U U %C \ (t'Xf/ 

Now 5 is a decreasing function of x witli negative derivative 

ds^l/dy d^y dy\_ xd^y 
dx^ u\dx dx^ dxj udx^* 

The increinent being compounded of perpendicular increments dx 
and dy along the dog’s path, is given by ds'^==^dx^-\-dy^. 

taking the negative root since the derivative is negative. Hence, 

. -ITTTW^ 


The equation, y-f{x}, of the dog’s path is thus the integral of 

a diSerential equation of the second order. To integrate, write 
sothat~=~. Then 


f # 

wl +p^ 


-Wl 4-j5^~0, 

constant. 

J 


So log(p + n/i log re + const., ie. 

Since ^ ~ (gradient of path of dog at A) =0 when a; — 1, we find, 
on substitution, that the constant a = 1 . Hence, 

X^=\/l 

So ^ /rrzr. .. 


Hence, 


£C^ — 0^'"“ = 2p. 

J=2(=«“ 


n/ 1 +p8- 


yA(\a;’‘dx- fa:-« &;) + constant =| .“A + 6 
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At A, 2/=0 when x = l, and so we find b=~ 5. The e< 

dog’s path is thus 

^i+u 'll 

The dog catches up with the man when a; =0, in which case 


The equation of the 


OQ^y- 


The man walks a certain multiple 


of the distance OA before the dog 


catches up with him. Tor example, if the dog’s speed is twice that of the 
man {u = ^), the equation of the dog’s path is 2^ = - sVa; + 2) and the 

man walks only two-thirds of the distance OA before the dog reaches him. 

Similar complications arise in equations which involve the differ- 
entials of three or more variables. Further, when the number of 
variables exceeds two, we can define equations of a rather different 
type involving partial derivatives instead of differentials. The 
simplest form of this type of equation occurs when the partial 
derivatives are related linearly as in the following example : 


The equation is integrated when we have expressed z explicitly in 
terms of x and y. The following trick is needed in the particular case 

considered. Write so that 

X 

du —^(xdz-z dx) dx-h^ - z 




dz dz 

From the original differential equation, we have 


ov x^ ov \xJ 


dy x^ dy \xJ 

Hence the variation of as a function of x and y depends only on the 
variation of ~ , and not on the separate variations of x and y. It follows 

3 / 

y 

that u is some function of - only, and so 

X 


where ^ is any function whatever. This is the integral of the given 
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differential equation. It is to be noticed that the arbitrary element in 
the integral consists, not of an arbitrary constMt, but of an arbitrary 
function. This is a special feature of equations in partial derivatives. 

The form of the integral shows that 2 ; is a Hnear homogeneous function 
of a; and y (see 12.8 above). The integral, in fact, provides the converse 
of Euler’s Theorem : 


dz 

If X at all points {x, y), 

homogeneous function of x and y. 


then z is some linear and 


As an application of thh result, suppose that a good X is produced by 
using two factors A and B according to the production function x -f {a, b) 
and that the product is always divided (without excess or deficit) according 
to the marginal productivity law. Hence, each unit of the factor A 

^x 

receives a return equal to the marginal product ^ and similarly for the 
factor B. It follows that 


dx , dx 
da ob 


for all combinations of the factors. This is only possible, as our present 
result shows., if the production function is linear and homogeneous. 

Dynamic forms of demand and supply functions. 

A market for a good X is made up of a competitive group of buyers 
and a competitive group of sellers. Under static conditions, assum- 
ing that the prices of other goods are fixed, the demand of the 
buyers can be represented by a function x-<j>(p) and the supply of 
the seller by a function x—f{p), where jp denotes the uniform price 
of the good. A position of static equilibrium is said to be determined 
at a price which equates demand and supply : f>{p)=f{p)- This 
is an equation in one variable with a definite number of solutions, 
each corresponding to a possible equilibrium price. 

The static problem implicitly assumes that there is no “ specu- 
lative” demand or supply and that there is no ''time-lag” in 
production on the supply side. Our problem can be extended by 
dropping these assumptions in turn. The market price of X is now 
taken as varying over time, the current price being a function of 35 , 
the time (in years or some other unit) since a fixed base period. We 
have to find, under various assumed conditions, the form of the 
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price function p(t). The static problem gives a dejSnite price and 
eqnilibriiim position ; the extended dynamic ” problem must give 
the course of prices over time and tbe path of a moving equilibrium. 

The demand of the market (as a rate per unit of time) at the 
current time t is taken as depending on the price p {t) and on certain 
speculative elements, including the buyers’ view of the future 
course of prices. We consider here only the simple case in which 
the buyers’ '' foresight ” is confined to an allowance for the rate at 
which the price is changing at the time concerned, demand depending 
on whether prices are rising or falling and at what rate they are 
changing. We now have demand as dependent on p{t) and its 
derivative p^t) : 

x =^ <j>{p (^), p'(^)}, the dynamic demand function. 

In the same way, assuming the same kind of speculation (but no 
time-lag) on the supply side, we can write 

X =^f{p (t), p\t)}, the dynamic supply functioJi, 

For equilibrium over time, the price function p {t) must be such that 
demand and supply are equal at all times t : 

This is a differential equation including the first derivative of p 
with respect to t, and its integral gives ^ as a function of t involving 
one arbitrary constant. The latter can be determined in terms of 
the price Pq ruhng in the base period (^ = 0). Hence, given the 
initial price, the course of prices over time is determined. 

The problem can be illustrated by taking the particular case 
where the demand and supply functions are linear. Under static 
conditions, we write demand as x=ap+b and supply as x=:ap+^. 
In the '' normal ” case, the constants a and are negative and 6 and 
a are positive. For equilibrium, demand equals supply, i.e. 

ap + 6 = aj?-i-j8, 

giving one equilibrium price p ~ • 

In the simple speculative case considered, we write : 

Demand x—ap{t)-^b‘\-cp\t). 

Supply x:=(xp{t)+^-^yp'{t), 

where a, 6, a and jS are constants with the signs indicated above and 
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wLere c and y are new constants which can be taken as positive. 
This implies that a rising price, other things being equal, stimulates 
both demand and production. It is possible, however, to take y as 
negative if a rising price causes sellers to hold back their supplies. 
For a moving equilibrium, the price function p (t) must be such that 


ap (t) + b^ cp'{t) =cip{t)+^ + yp\t), 

i.e. where 

Write’ q (^) {t) ~ p and A = ^ “ • 

Then i-e- 


This familiar diflFerential equation has integral 


So p(t)=p-i-Ae^*. 

Putting ^=0 and p=Po (the initial price), we find The 

course of prices over timejis thus uniquely given by 

where p=- — - , X=:- — - and n. is the initial price. 
x-a c-y ^ 


The important term in the expression for p (t) is This term 
increases and tends to infinity, or decreases and tends to zero, 
according as A is positive or negative. Since we have taken (a - a) 
as positive, the sign of A is governed by that of (c-y). Hence, 


(1) If y<c, A is positive and the price steadily diverges from 
the static equihbrium value p as time goes on. 


(2) If y>c, A is negative and the price steadily approaches 
the static equilibrium value p as time goes on. 

A stable course of prices is thus only possible if y>c, i.e. if the 
speculative element in supply is stronger than that in demand. 

If, in addition .to the speculative element, there is a time-lag of 
constant length 0 years in production, then the supply of X is 
dependent on the price and the price changes at the earlier time 
(t-0) rather than at the current time t. The current supply was 
arranged for 6 years ago at the beginning «f the production process 




I r 
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and was subject to the price then ruling. The general condition for 
moving equilibrium is now 

and with linear demand and supply functions 

ap {t)+b + cp'{t) =:(xp{t-d) +^-{- yp\t - 6), 

Such differential equations can be integrated only with the aid of 
''complex numbers”, entities designed for the description of 
variables which oscillate in value. But the general solution is fomid 
to be very similar to that of one special case which we can easily 
solve.* 

When there is a production time-lag but no speculation, the 
equation for p {t) ceases to be differential and takes the form 
ap{f)+b — ap{t-d)’\-^, 

Here, linear demand and supply functions are assumed and p has 
the same value as before. If the course of prices over the initial 
period from ^ = 0 to ^ = 0 is given, then the equation above gives the 
price p {t) at any subsequent time t. In fact, measuring all prices 
from the level p, the current price is just a constant multiple of the 

price 6 years ago. The multiple is the negative number - . There 

0 / 

are three cases to consider. Suppose, for simplicity, that the prices 
in the period (0, d) oscillate about p, being as much below p at 
t = d a,& above p at if = 0. Then : 

(1) If a and a are numerically equal, then the price variation in 
the period {d, 2$) completes the oscillation of the period (0, 0), the 
price at if = 20 being the same as that at ^=0. In successive periods 
of 26 years, the same cycle of prices is repeated. The course of price 
over time is illustrated in diagram A of Fig. 101. 

(2) If a> a numerically, then the ratio - is negative and numeri- 

ct 

caUy less than unity. The price again oscillates, describing a cycle 

* On the problems considered here, see Tinbergen, Utilisation des equations 
fonctionelles, Eoonometrica, 1933, and Theis, A quantitative theory of industrial 
fluctuations, Journal of Political Economy. 1933. The first work in this field 
is due to Roos and Evans. 
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in eyery period of 20 years, but now the extent of the oscillation 
diminishes as time goes on. The oscillations are ^ ^ damped ” as 
shown in diagram 5 of Fig. 101. 

(3) If a<a numerically, the case is similar to the previous one 



Fig. 101. 

except that the oscillations increase in amplitude as time goes on. 
This case of explosive ’’ oscillations in price is illustrated by 
diagram C of Fig. 101. 

The general theory of consumers’ choice. 

The analysis of the demand of an iadividual for consumers’ goods 
has proceeded, so far, on the assumption that the individuaFs scale 
of preferences can be represented by an indifference map, i.e. by a 
utility function (measurable or not). This assumption can now be 
scrutinised. 

Suppose that a? and y are the individual’s current purchases of 
two goods X and T, It is now assumed simply that the individual 
has a defimte scale of preferences for small changes in these pur- 
chases. He can distinguish that small increase Ay in his purchase of 
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r which just compensates (i.e. leaves him mdifferent) for a given 
small decrease {-Ax) in his purchase of X. Larger increases tbaTi 
Ay are preferred by the individual whereas smaller increases leave 
him in a position worse than before. Hence, for an indifferent 
change, Ay & definite multiple of (-Ax). Taking the limit for 
smaller and smaller changes, the assumption defines the differential 
dy as a definite multiple of ( -dx). The multiple (which is positive) 
is defined for each initial set of purchases (x, y) we care to select and 
varies as these purchases vary. The multiple is, in fact, a function 
of the variables x and y and we can write it as R (x, y). Our assump- 
tion thus gives the differential equation for indifferent changes : 

-^=R{x,y) or R{x, y)dx+dy=(i. 


The function R takes only positive values. It is further assumed 
that the scale of preferences is continuous in the sense that R has 
continuous partial derivatives. 

The differential equation above can be integrated in all cases 
(16.3 above) to give the general integral 


F{(j)(x, y)}= constant. 


Here F is any function and (j> (aJ, y) is a function such that 




dx 


R{x, y). 


In diagrammatic terms, our assumption corresponds to the defini-. 

tion of a definite “ indifference direction ” given by -■X=R(x, y) 

at each point (x, y) of the plane Oxy. The indifference directions can 
then be integrated to give a whole system of indifference curves 
defined by (a;, y)} = constant. The situation is exactly ' as 
before but based on a differ^t assumption. We do not assume a 
complete scale of preferences but a scale for small changes from any 
given set of purchases. Finally, the utility function index 


u=F{^{x, y)}, 

with a constant value along any one indifference curve, follows from 
our new assumption. 

From 13.8 above, the function R{x, y) here defined is to be inter- 
preted as the’inarginal rate of substitution of F for X. Previously, 
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we deduced tMs concept from an assumed utility function. The 
position is now reversed ; the marginal rate of substitution is the 
fundamental concept and the indifference map and utility function 
are deduced from it. This is an important change of approach. 

The general case where any number of goods appear in the con- 
sumer's budget is sufficiently represented by the case of three goods 
X, Y and Z. The assumption to be adopted asserts that the indi- 
vidual has a scale of preferences for small changes from a given set 
of purchases (x, y, z) so that he can distinguish that small increase 
Ax in the purchase of X which compensates for given small decreases 
{-Ay) and {-Az) in Y and Z, The individual prefers a larger 
increase than Ax, but rejects a smaller increase. Taking smaller and 
smaller changes and writing differentials for the mcrements, we have 
dx as a multiple of {-dy) plus a multiple of (-dz). The multiples 
are positive and functions of the purchases {x, y, z). So 

{x, y,z){- dy) -f- {x, y,z){- dz) 

or dx + B^{x, y, z)dy + B^{x, y, z)dz^0 


is the differential equation for indifferent changes in purchases. The* 
functions Bi and B^ take positive values and are assumed to have 
continuous partial derivatives. 

The interpretation of B^ and B^ is not difficult. The ratio of 
compensating increments "in the purchases of X and Y when the 
purchase of Z remains unaltered can be written 



y, z). 


The function B^ thus represents, at the purchases {x, y, z), the 
Tifiwrginal rate of substitution of X for Y, In the same way i ?2 repre- 
sents the marginal rate of substitution of X for Z, Our assumption 
is equivalent to the definition of two marginal rates of substitution 
as describing the individuaFs scale of preferences. In diagrammatic 
terms, we have, at each point of Oxyz space, an indifference plane 
given by dx+B^dy^B^dz:=^() and with gradients {^Bf) and {-B^) 
in the Oy and Oz directions. The plane includes all the indifferent 
directions of change from the purchases (£c, 2 /, ; 2 ). 

The differential equation dx -f Bidy + B^ dz =- 0 need not possess an 
integral (16.3 above). In general, therefore, we cannot integrate 
the set of indifference planes into a complete set of indiffei’ence 
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surfaGes, and we cannot assume that any utility function exists. 
The assumption of a scale of preferences for small changes of pur- 
chases does not imply that a complete scale of preferences exists. 
The consumer can discriminate between small changes from his 
established purchases but need not be able to discriminate between 
widely different sets of purchases. The assumption of the marginal 
rates of substitution as fundamental has shown up a new possibility. 

The differential equation 'is integrable only in the special case 
where and satisfy the integrability condition (16.3 above) : 



In this case we can write an integral in the form 
F{^{x ,y , z)} = constant, 

where F is any function and <^{x, y, z) a function such that 
^=Rj_{x,y,z) and ^=B^{x,y,z). 

TX TX 

The integral is shown by a system of indifference surfaces touching 
the given indifference planes and the function u=:F{(f>{x, y, z)} can 
be taken as a function index of utihty. The given marginal rates 
of substitution are equal to the ratios of the partial derivatives of 
u in any one of its forms. It must be remembered now that the 
indifference map and utility function are deduced from the marginal 
rates of substitution and not conversely. 

In developing the theory of individual demand for three or more 
goods, therefore, we proceed from the assumption of marginal rates 
of substitution. As a special case^ we can then add the integrability 
assumption, take an indifference map and a function index of 
utility and deduce certain results which hold only in this case. We 
have a general theory and a special (integrability case) theory of 
demand, a distinction which will be made clear later (19.7-8 below). 
The results of 16.5 above are of direct application to the present 

dx d%i dz 

problem. The differential equations define a tangent 

direction at the point (x, y, z) in space, a direction perpendicular to 
the indifference plane given by dx + Bj^dy + lt^dz=0. If the indi- 
vidual increases his purchases from the given set {x, y, z) in the way 
indicated by this direction, these are the increases he prefers above 
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aU others/ The direction can thus be termed the individuaFs 
preference direction at {x^ y, 2 ;).* The values of R-i and at any 
point thus indicate, not only the marginal rates of substitution for 
indifferent changes, but also the ratios of the increases in purchases 
which are most preferred by the individual. 

Since R^ and R 2 have continuous partial derivatives, the differ- 
ential equations for the preference direction can be integrated to 
give a system of curves in space, the Unes of preference of the indi- 
vidual (16.5 above). One such curve passes through each point of 
space and indicates the most preferred direction of change from the 
point. The complete lines of preference exist even when there is no 
indifference map. But, in the integrabihty case where indifference 
surfaces exist, it follows that the lines of preference and the in- 
difference surfaces form orthogonal systems. A line of preference 
cuts an indifference surface at right angles and indicates the 
'' quickest way from one indifference surface to the next, i.e. the 
direction in which the individuars utility level is increased most 
rapidly. 

. EXAMPLES XVI 
Differential equations 

1. Draw a graph showing a sufficient number of the tangent directions 
dy X 

to indicate the curve system which is the integral of the equation. 
y , , du u 

Draw a smnlar graph of — . Check by integrating the equations by 

ax X 

the “ variables separate ’’ method (see 16.5 above). 

2. Illustrate graphically the dffierential equation ^ and its 

ax X 

integral. From the equation, prove that each curve of the integral system 
has a maximum point at the same value of x, 

3. If 2 / = 1 + , show that (y - l)dx {x - l)dy ^ 0. Conversely, show 

that the differential equation has the integral shown (using the “ variables 
separate ” method). What are the curves represented ? 

* Preference directions were introduced by Edgeworth, Mathematical 
PsycMcs^ (1881, reprinted 1932) and by Irving Fisher, Mathematical investi^ 
gations in the theory of value and prices (1892, reprinted 1925). In the case of 

two goods, indifference curves are defined by the relation - i?(£r, w) and 
. dy 1 

preference lines by the relation . We have, in all cases, orthogonal 

system^ of indifference curves and lines of preference. Either system defines 
the mdividual’s scale of preferences. 
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4. Show that y = a{x + a) is a certain system of straight lines and eliminate 
a to obtain the differential equation of the system. 

5. Obtain a differential equation of the second order, representing the 
curve system with equation ax^ + hy ^=- 1 {a and h parameters). 

6. The equation y = ax‘^ + h represents all parabolas with axis along Oy. 
Find a differential equation to represent the curve system. Of what order 
is the equation? Consider, in the same way, the equation y^ax'^ + hx-{'C^ 
representing all parabolas with axis parallel to Oy. 

7. Derive linear differential equations by eliminating a from the relation 

iC 

• ct>~ 

x-\^y ~ and from the relation z — e^, 

8. Find an integral of each of the differential equations ; 

+ ; '2,ydx + xdy = 0 ; ydx-{x'^-l)dy:=0; 2~ + 34^y = 0. 

9. If a is a given constant, obtain an integral of 

dy _^cx.-x 
dx'^ x^' 

Show that the curve system obtained can be represented in either of the forms 
yopi^-cc ~ constant and a; - a log x + log y = constant. 

10. Show that y^ae^"^ is an integral of 

1 4“ 

11. Show that the integral of {y^ -\)dx - 2dy = 0 is y=^ z • 

1 ■— CJ6® 


12. Integrate (2ir + y)d^+ {x + 2y)dy=^0 by showing that the left-hand side 
of the equation is an exact differential, 

13. Show that ydx + (2x-{‘y)dy = 0 becomes exact on multiplying through 
by Zy. Hence integrate the equation. 


^3 J- <|j/8 

14. Find the partial derivatives of —r — ^ and hence solve the differential 
equation 

y (2x^ ” y^) dx-x {x^ - 2y^) dy = 0. 

■II- -r X ^ dx dy dz . 

15. Integrate — + — h — = 0. 

® X y z 

16. Show that a differential equation of the form 

<j> {x)dx-{- ijs{y)dy — ^ 

is always integrable. How is the integral obtained? 

17. Which of the differential equations 

yz dx xz dy + xy dz — 0 ; dx - zdy - 2y dz — ^ i 
zdx-k-{X’\-y)dy-\-dz = 0 and y{y-¥z)dx-\-x{x-z)dy'\‘X(x-\-y)dz — 0 


are integrable and which not? 

18. Integrate 2i» da? 4- 2 ; di/ + 2 / ds; == 0 by showing that the left-hand side is 
an exact differential. 


19. Find the partial derivatives of 


x(y-¥z) 


x-^y + z 

Hence integrate ( 2 / 4 - 2 !) ® drr 4- x^ dy ^-x^dz~0. 


with respect to x, y and 


444 


MATHEMATICAL ANALYSIS FOR ECONOMISTS . 

20. Find the integral of the simultaneoiis differential equations 
xdx—ydy — zdz. 

Examine this integral and that of example 15 above in diagrammatic terms 
and show that the curve and surface systems concerned are orthogonal. 


Economic applications of differential equations 

21. It is known that the elasticity of a demand law x— <^{p) is of the form 
(a-hp) where a and b are given constants. By integrating a differential 
equation, show that the law is x-p^-HP+o)^ c* being an arbitrary constant. 


22. If n is the total cost of an output a?, it is known that marginal cost 
^q'u.als average cost • Integrate and show that U is a 
fixed multiple of x, i.e. that average cost is constant. 

28, If 2/ is the number of incomes of £x, it is found that y decreases as 

X increases according to the law ^=: -m- where m is a given constant, 

ax X 

Integrate and show that the dependence of on a? is 2/ = 


24. The price of tea, initially 3s. per lb., is p (^) pence per lb. after t weeks. 

The demand is ir = 120 ~ 2p + 5 ~ and the supply a; = 3p”30 + 50^ thousand 

at at 

lbs. per week. Show that, for demand always to equal supply, the price of tea 
must vary over time according to the law p = 30 + What are the prices 

after 10 and after 50 weeks ? Draw a graph to show the approach of the price 
to the equilibrium value of 2s, 6d. per lb. 


25. The demand (per unit of time) for a good is x — ap + h and the supply 
i^ocp’h^ where p is the price. If there is (e.g.) an excess of demand over 
supply in any period, it is assumed that the price changes to decrease the 
excess at a rate proportional to the excess. 

If p (f) is the price at time t, show that the assumption implies that 


where fc' is some positive constant. Deduce that p ({) is given by ^ + fc (p - p) = 0 
— 5 *“ jS . . . 

where p = . If is the initial price = 0), show that p(t)==p + (po - p) 

and that the price tends to the equilibrium value p. See Evans, Mathematical 
Introduction to Economics (1930), p, 48. 


26. An individuars preference scale for two goods X and Y is defined 

by the marginal rate of substitution of 7 for X, R = ^^. Show that 
tfcrs (o: - a) 2 + ( 2 / — 6)* is one form of the utility function. 2/ ^ 


0^ y -J- b # 

27. marginal rate of substitution of Y for X, show that 

one form of the individuaPs utility function is u= {x + a)'^{y + b)^ where a, 6, 
a and j8 are given constants. 
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28. The marginal rate of substitution of Y for X is i?= — where 

aX + jStZ + y 

the coefficients are given constants. If a — h, show that one form of the 
utility function of the individual is quadratic in x and y. li a ^ h, show that 
the utility function need not be of this form. Illustrate by considering the 
particular cases of the two previous examples. 

29. Three goods X, Y and Z are said to be ‘‘ independent ” in consumption 

if the ratios of the individual’s marginal rates of substitution I are 

of the form ^{x) ; i//(y) t x(^)? where (/>, ^ and x functions of the single 
variables named. Show that the integrability condition is always satisfied 
and indicate the form of the utility function. Illustrate when 

liE^iR^ = (x-a)\{y-h)i(z-c). 

30. The marginal rates of substitution of X for Y and -2/ are known to be 
ratios of linear expressions in x, y and z, so that 

(a^x + \y -1- CjZ ^d^)dx+ (a^x + h^y + c^z + dg)# + {a^x + b^y + c^z + d^) dz = 0 

is the differential equation of the indifference plane. What is the condition for 
the existence of indifference surfaces? Show that the condition is satisfied 
if 5j = a 2 , Ca = 53 and ag^c^. In this case, show that the utility function can 
be written as a quadratic in x, y and z. 


CHAPTER XVII 


EXPANSIONS, TAYLOR’S SERIES AND HIGHER ORDER 
DIFFERENTIALS 

171 Limits and irdSmte series. 

We Lave seen (4.1 above) that there are two broad classes of number 
sequences. A sequence either tends or does not tend to a finite 
hmit, the second case including sequences tending to infinity and 
sequences which oscillate. For example, 

i i i -->1, 

1, 4, 9, 19, ... ^—^00 . 

The ?^th members of these sequences are ^1 - —'j and respectively 

and the results can be written in the alternative forms 

l-^-^l as n-^-co and w^-^-oo as n->oo . 

2 ” 

Here n represents any positive integer. 

A number sequence can be treated in a slightly different way by 
forming from it a second sequence, a sequence of differences. The 
nth. member of the new sequence is the difference between the nth 
and the (n — l)th members of the old sequence. The new sequence is 
written down with plus signs between successive members (to indi- 
cate our intention to add them together), continued indefinitely and 
called an infinite series. For example, the two sequences above give 
rise to the infinite series 

111 1 
2 + 4 + 8 + -+^ + -’ 

1 + 3 + 5 + ... 4 * — 1 ) + , 

where the expression in n represents the nth term of the series in 
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each case (» being a positive integer). From the definition, the sum 
of n terms of the infinite series equals the wth member of the original 
sequence. So, for any positive integral value of w, 

111 1,1 

2^4 8 2 ” 2 "’ 

4 * ( 272 / — 1 ) = 71 ^ m 

In general, if f{n) is the nth member of a given sequence, then the 
infinite series of differences has sum of n terms equal to f{n). 

If the original sequence has a finite limit, then the sum of n terms 
of the derived series has the same limit. The series is said to be 
convergent and the limit of the sum is the sum to infinity. If the 
original sequence has no limib, neither has the sum of n terms of the 
series. The series is said to be divergent and there is no sum to 
infinity. For example, the series first written above is convergent 
with unity as the sum to infinity ; the second series is divergent, 
the sum of n terms tending to infinity with n. 

The limit of any sequence (if it exists) can thus be written as the 
sum to infinity of a convergent infinite series. Any member of the 
sequence and the sum of any number of terms of the series can then 
serve as an approximate value of the limit, a fact which provides one 
of the main uses of a convergent series. If A is the sum to infinity of 
a certain series, then A is given by the hmit of the sum of n terms and 
found approximately by adding together a sufficient number of 
terms of the series. This may be the simplest way of getting an 
approximate value of A if the latter is a complicated expression. 
Again, the sum to infinity provides an approximate value of the sum 
of a large number of terms of the series. The sum of (say) 100 terms 
of the series (J + J +!* + ...) is not easily calculated. But we know 
that the sum to infinity is 1 and this can be taken as the approximate 
value of the sum of the 100 terms. 

Conversely, if we are given a certain mfinite series, we cap form 
a sequence of sums, the nth member of the sequence being the sum 
of n terms of the series. By definition, the given series is convergent 
if the derived sequence tends to a finite limit. 

Two important cases of series can be considered in detail. A 
geometric series consists of terms which increase (or decrease) 
from one term to the next by a given factor, called the commo7i 
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ratio. In general, if the first term is a and the common ratio r, 
the series is 

It is shown, in elementary algebra, that the sum of n terms is 

■ {n=^l, 2, Z,...). 


The derived sequence is thus 


a, a 




1 


1 


1-r ’ 


If f is numerically less than unity, the expression r^ becomes smaller 
and tends to zero as n increases indefinitely. Hence, 
a a „ ci 




1 


1 


as 00 


The geometric series is convergent with sum to infinity , pro- 
vided that r is numerically less than one. In other cases, the expression 
r" does not tend to zero as n increases and the geometric series is 
not convergent. The sum of n terms either tends to infinity or 
oscillates. 


Ex. 1. 


1 1 1 
2 + 4 + 8 ^ 



1 1 - 1 

Here a = |, r = | and 3^ = ^ = 1 - as . 

A i "iy a ' 

The series is convergent with sum to infinity 1 (as obtained above). 


Ex. 2. The recurring decimal 0-1 is a short way of writing the sum 
to infinity of the series O- 4 .-JL>. . _Ju__ . 

This is a convergent geometric series with a =r The sum to infinity 

is Hence, the decimal form of the fraction is 0* f. 

i —r y " 


Ex. 3. An income stream of £a starts next year and continues for 
n years. Reckoning interest yearly at lOOr per cent, per year, the present 
value of the stream (see 9*7 above) is 

a a a a 

T+r'^Jl +r)2'^(l +r)3^‘" ''■(1 +r)« 

a VlH-r/ gf / 1 y] 

\1 +t) f 

1+r 
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If the income stream goes on for ever, the present value is obtained by 
letting n~>co , i.e. it is the sum to infinity of the convergent geometric 
series above. Hence, the present value of £a per year for ever, at interest 

at lOOr per cent, reckoned yearly, is £-• For example, the present value 

of £3 per year for ever is £100 if interest is reckoned yearly at 3 per cent, 
per year. 

An arithmetic series consists of terms which increase (or decrease) 
from one term to the next by a given amount, called the common 
difference. If the first term is a and the common difference d, the 
series appears 

a + {a-{-d) + {a + 2d)-{-... + {a-\^n-ld)+.... 

It is easily shown that the sum of n terms is 

Since oo as , the arithmetic series is not convergent and 

never possesses a sum to infinity. 

Ex, 1. 1+2 + 3 + ...+^ + .... 

Here Sn=^\n{n + 1) the sum of the first n positive integers. 

Ex.2. 1+3+5 + ... + ( 2 ? 2 -- 1 ) 4 .... . 

Here =s|n{2 + (n -1)2} =# the sum of the first n odd positive 
integers. 

17.2 The expansion of a function of one variable (Taylor’s series). 

By a process of long division, we find 

1 0;”+^ 

- — = l+x + x^ + ...+x^ + ~— ^ 

1-x l-x 

If x has a value numerically less than one, the term containing x^+^ 
decreases and tends to zero as n increases indefinitely. Hence, 

—^“1 +rr+a;2 + ...+tr” + ... , 

1 -X 

if X is numericafiy less than one. We have thus expressed a 

' 1. X 

the sum to infinity of a convergent infinite series. The result can 
be checked in this case. The series -written is a geometric series 
with common ratio x (<1) ; the series is convergent -with sum to 

infinity equal to (by the formula of 17.1). 

X ““ X 
2F 


M.A. 
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The advantage of the series expression for -z — - is clear. If x is 

given a small value, then, instead of evaluating by long division, 

we find its approximate value (to any required degree of accuracy) 
by adding a sufficient number of terms of the series. For example, 

+ + 0-03333 + 0*001 1 1 + 0*00004 + . . . 

29 l-x 

= 1*03448. 

Hence to four decimal places, ff = 1*0345, as can be verified by long 
division. The fifth term of the series is too small to affect the 
approximation and is not included. Again, if a; is a small number, 
then to a degree of accuracy represented by x^ 

1 -X 

i.e. for approximate purposes the expression can be replaced 

by the simpler quadratic expression {l+x-\-x^). 

The problem can be generalised. Given a single-valued function 
f{x), it is desired to find a convergent infinite series, the successive 
terms of which involve increasing powers of r, with f{x) as its sum 
to infinity. In symbols, we wish to write 

f{z) = Uq 4- a^x + a^x^ -f a^x^ + . . . (to infinity), 

where the a’s are certain constants. The problem is a little complex 
since we have first to see whether the process indicated can be 
carried out at all, then to determine for what values of x it is 
valid and finally to allot the appropriate values to the constant 
coefficients. 

If the process is possible, the series obtained is called the expansion 
of f{x) as a power series, i.e. as a series in ascending powers of x. 
The particular case above indicates the uses of the expansion when 
obtained. For a definite value of x, the accurate value of f{x) is 
obtainable only by substituting directly in f{x) or by finding the 
limit of the sum of n terms of the series. But, if approximate results 
suffice, we need only add a limited number of terms of the expansion. 
It is possible, for example, to replace /(a;) approximately by a quad- 
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ratio or cubic in x when x is small, a great simplification iff(x) is at 
aU complicated.* 

It is assumed, in the following, that /(a;) has continuous deriva- 
tives up to any desired order at the points concerned. We start 
with a simple case where the problem is really solved in advance but 
which will indicate the more general method. Suppose that 

f{x)=ao+ajp!;+a^x^+a3X^ + ...+anX’‘, 

a given polynomial of the nth degree in which the coefficients have 
known values. By successive derivation, 

f'(x)=ai + 2a^ + 3a^^ + ...+nanX’^-\ 
f''{x)=2a3 - 1 - QagX -f- ... +n(n- l)a„a;”-®, 
f'''{x) = 6a3 + ...+n(n-l){n-2)anX"-^, 


/(")(a;)=n(n- l)(n-2) ... 3 . 2 . la„. 

Putting a; = 0, • 

/(0)=«o. /'(0)=ai> /"(0) = 2 a 2 , /'"(O) = 6 ^ 3 , ... , 
and /(”)(0)=n(n- l)(n-2) ...3.2. l(t„. 

A convenient algebraic notation can be introduced here. The 
product of the positive integers from 1 to n inclusive is called n 
factorial and written [n. Hence, from the results above, 

«o=/(0), «i=/'(0), a3 = ^r{0), «*=p/"'(0),... a„=T|/(")(0). 

The original polynomial can thus be written in the form 

fix) =/(0) +f(0)x+r(0) g +/'"(0) g + ... +/(«)(0) ^ . 

A function which is not a polynomial cannot be expressed exactly 
in this way. But we can always find the dijfference between a given 
function f(x) and the series written above and determine whether 
the difference is large or small. To be quite general, let % be a fixed 
positive integer and x=^a a fixed value of the variable x. Then, for 
the given function /(ir), write 

f{a+x)=fia)+f'{a)x+f"{a)^+... +/(”>(«) (a;). 

This is an extension of the method of approximations to the value of 
a function by a linear expression (see 6.4 above). 
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where (a:) is the difference, or “remainder”, between /(a + a;) 
and the series written. The fundamental result is that 

B^{x)=f^+^\a + ex) 

where 0 is a positive fraction. In other words, i2„ {x) is the term we 

expect to follow r" except that the value of the (« + l)th 

\n 

derivative is taken, not at a, but at some point (not otherwise speci- 
fied) between a and (a -fa;). 
Without giving a complete 
proof of the result,* we can 
illustrate (in diagrammatic 
terms) the simple but im- 
portant case where n is 
zero. The curve y=:f(x) is 
continuous with a tangent 
at all points (Mg. 102), Let 
A and P be points on the 
curve with abscissae a and 
(a+ir) and ordinates /(a) 
,and/(a + x). The chord AP 

has gradient 

referred to Ox, Since the curve passes continuously from A to P, it 
is clear that there must be a point Q on the curve between A and P 
where the tangent is parallel to AP, Let £ be the abscissa of Q so 
that i is between a and (a + x), i.e. ^—a + OxfoT some fractional value 
of 6, The tangent gradient at ^ is /'(|) —f\a + 6x), So 

i.e, f{a+x)=f{a)+RQ{x) where Iio{x)=f'{a + $x)x 
and our result for »=0 is obtained.t 

* The rigid proof of this result is complex. See Hardy, Pure Maihematica 
(3rd Ed, 1921), pp. 262 e^ seq, 

t The result when ?^ = 0 is known as the Mean Value Theorem and its 
meaning can be expressed as follows. The mean increment in the function 

f{x) for the increment in x from a to (a + x) is ^ x-ya, this 

X ■ 

ratio tends Our result shows that the ratio ©equals the derivative of 

fix) Bit some point between a and (a^x) even when x has not a small value. 
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Consider, now, the result of letting n take larger and larger 
integral values. The number of terms in the series for f(x) then 
increases, i.e. we are deriving an infinite series. AU now turns on 
the limiting tendency of the “ remainder ” Rn{x). If, for a certain 
value of X, Rn{x) tends to zero as n tends to infinity, then the 
infinite series we obtain is convergent and we have 

/(a+a:)=/(a)+/'(a)a;+r(a)^+/'>)^ + ... (to oo ). 

On the other hand, if (x) does not tend to zero, then the infinite 
we obtain is not convergent and cannot have f{a+x) as a sum to 
infinity. The broad outline of the solution of the problem of ex- 
panding /(a as a power series is now clear. The possibility of 
the expansion turns on the behaviour of B^ix) as . B^(x) 
may tend to zero for some values of x and not for others. The 
former values of x are those for which expansion is possible. Once 
this has been determined, the actual expansion is the series written 
above. ^ 

Collecting our results : 


The function f{x) has finite and continuous derivatives of all 
orders at For a given positive integral value of 


fia+x) =f{a) +/'(a ) x +f"(a) |^4- ... + Ox) 

where 0 is some positive fraction. Further, 






x^ 


f{a^x) =/ {a) +f\a) x +f"(a) (^) |^ + • • • > 


for any value of x such that 




n + l 


0 as n — >00 . 


The expansion otf{a -^x) shown is known as Taylor's series. 

To summarise the position, the values of f(x) and its derivatives 
are known at the point x=a. It is then possible, subject to conditions 
named, to express the value of the function at any point {a + x) in 
the neighbourhood of x=a as a series in ascending powers of x, the 
coefficients involving only values at x=a. In short, the values of 
f{x) and its derivatives at a; provide also the value of f {x) at any 
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neighboiiring point. The particular point x=a, m. the neighbour- 
hood of which the expansion holds, can be chosen at will. By 
selecting different points we get different expansions, e.g. 

/(a^)=/(0)+/'(0)^-h/"(0)p + ... (a==0), 

f(l+x)=f{l)+r{l)x+r(l)^+.... {a = l). 

Finally, it is to be stressed that each expansion holds only for certain 
values of x. As extreme cases, it may be that/(a + ir) can be ex- 
panded for no values of x other than x=:0 (the most unfavourable 
case) or that/(a+rr) can be expanded for all finite values of x (the 
most favourable case). 


17.3 Examples of the expansion of functions. 

The most useful and frequently quoted cases of expansions are 
considered in some detail in the following examples : 


Ex. 1. I£f{x) (r any real number), then 

f'{x)=rx^-\ f"{x)^r{r-‘l)x^-^, ... . 
In general, f^'>{x)==r{r -l){r -2 ) ... (r + 
Taylor’s series {a = l,n — l) gives 


(1 +jr)^ = 1 -hra; + 

where A = |r(r - 1)(1 +^a;)’'-2 is finite even when a:=0. This gives a 
convenient approximate expression for (l+xY when x is small. More 
generally, 

r(r-l)(y~2)... (r^y^,H-l) 
n 


(1 4-x)^ = l -hra;4- 
provided that 






■ *”+... 




r(r-l)(ir-l)...(^-l 


^r>+l 


(« + l)(l +ea;)"+i 


(1 +exy 


tends to zero as n tends to infinity. If a: is positive and less than unity, 
then *”+1^0 and (w + 1) (1 + as n-^oo . Hence, (a;) as written 

above must tend to .zero. The same result holds, but is more difficult to 
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prove, if x is negative and numerically less than unity. We thus have the 
binomial expansion. 


(1 +xY = 1 +rx + 


, J{i‘-l){r-2)...(r-n + l) 

irt j — — — 




for any value of x which is numerically less than one. E.g. 


s/l +a; = 1 + |a; ^ 

To obtain an approximate value of such a binomial expression, we have 
only to add a sufficient number of terms of the series. So, 

Vn = VTT* = 1 +1 ^ + ... 

- 1 + 0-05 ~ 0-00125 + 0 - 0000625 + .. . 

= 1-0488 to four decimal places. 

The fifth term of the series is not needed here. 


Ex. 2. All the derivatives of are equal to Hence, by Taylor 
series with a =0, „ ’ 


provided that 


/y«2 /v»H 

e =l+a;+T^ + -j- 5 +...+-i — h...; 

B^ix) =-r - — as w->oo . 
^ \n + l 


The latter is seen to hold for any finite value of x whatever since 
+ 1 = n(?^ -1)(^^ “2) ... 3 . 2 . 1 


increases more rapidly than any power x‘^^ as n tends to infinity. The 
series written above thus holds for any finite value of x and it is called the 
ex'ponential series. 

If X is small, the exponential e^ can be replaced approximately by the 
quadratic (1 +a: 4- or by the cubic (1 +x-hlx^ The latter gives 

to a degree of approximation represented by E.g., if a? =0*1, the 
cubic expression certainly gives e® correct to three places of decimals. 
We must include more terms when the value of x is larger or when greater 
accuracy is required. 

Taking = 1, it is found that the series 

Till 

6 = 1+1+^ + ^+...- 


gives e correct to five decimal places when ten terms are added. Noting 
that each term can be obtained, as a decimal, by dividing the previous 
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term by 2, 3, 4, , the ten terms are easUy evaluated each to six decimal 

places as follows : 

e=2-5 
+ 0-166667 
+0-041667 
+0-008333 
+0-001389 
+0-000198 
+0-000025 
+0-000003 
=2-718282 

i.e. e =2-71828 correct to five decimal places. 

Ex. 3. If/(£c)=loga;, then 

/ f ■■■ ■ 


In general, 


/(«)(*) = (-l)«-i-! 


|w-l 


Taylor’s series with a = 1 gives 


/y*2 />»3 /y4 /y>tl 

log(l +x) =a; -^ + -^-j + ...+(- 1)»-1— + . 


provided that (a;) = ( - 1)" - 




vn-+'l 


n + 1 


= (-!)" 




{)i + l)(l+te)«-^i 


(l+fe)”+i 

tends to zero as n-^oo . This condition (exactly as in Ex. 1) is satisfied 
if a; is numerically less than one. The series written above, the logarithmic 
series, is valid for such values of x. 

Here again we can replace log (1+ re) by an approximate quadratic 
or cubic expression if a; is small. The series gives a method of Binding 
approximate values of particular (natural) logarithms. E.g. 

log 1-1 =log(l +^) =^ - Klfe)* -f - i(*)^ + ... 


=0-1 -0-005 + 0-00033 - 0-000025 + ... 
=0-0953 to four decimal places. 


17.4 The expansion of a function of two or more variables. 

The function z=f{x, y) is assumed to have continuous and finite 
partial derivatives up to any desired order at {a, b). 

Write 4>{t)-f{a+xt,b+yt)=f{u,v) {u=a + xt, v=b + yt). 


m- 


du dt dv dt du ^ dv 


(13.4 above) 


Then 
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+y 




dt \ du ^ dv 


dt \du 


dt \dv. 


dt'^ dudv dt) \9^6 dv dt ^ dv^ dt ) 


S2f 


and so on. In general, we find 

=«” ^ +nx'^-'^y --- -( ■-■ 
^ ^ 9w” ^ dii^~^dv 


,3_^ 

dv^’ 


a*/ 




il 

-g!/ ■■ 

9a; 9w”~^ ^ 9w” 


92(»-2 gj,2 


where the numerical coefficients follow the “ binomial ” form 
indicated above (17.3, Ex. 1). By Taylor’s series for (f>{t), 


f2 fn fn+1 

^ (t) = <l> (0) + f (0) ^ + 9^'^ (0) f- + . . , + (0) f - + ^ {dt) 

Lf 


\n 


n + 1 


Putting t^l and substituting the values of cf>{t) and its derivatives 
(all evaluated at t^O, so that u—a and v^b), we have 


f{a+x,b + y)=f{a, 9)+ (a;|+2/|)^^^ 


+ i 


1 




1 

l^\ 9a;” 


where 


2 
■f 




+ ^^3* 5!, 






daf-^dy 


+ ...+ 2 /” 








+ t/), 


ffl+0a;, b+dy 


9 being some positive fraction. The notation adopted here needs a 
little explanation. The values a and b appearing as suffixes of 
successive terms are to be inserted for x and y in the partial deriva- 
tives of f{x, y) but not in the powers of x and y included in the 
terms. Thus 

and similarly for the other terms. Again, in the expression for 
R^{x, y), the values a -h Ox and b + dx are to be substituted for x and y 
in the {n + l)th order partial derivatives concerned. 
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We Lave now obtained an extended form of Taylor’s series and 


f(a+x, b + y) =f(a, b) + + 

\ 2 \ 




dxdy dy^Ja.i 


(to infinity), 


provided that as 7t~>oo . 

This is the expansion of/(< 2 +a;, 6 + y) as a series in ascending powers 
of oj and y, the coefficients being the values of the function and its 
partial derivatives at the point (a, b). The expansion holds only for 
those values of x and which make y)~>0 as . It is to 
be noticed that the terms of the expansion are grouped so that each 
contains all powers and products of x and y of a certain degree, the 
first term being linear in x and y, the second term quadratic and 
so on. Successive terms are variations of higher and higher 
orders. 

The use of Taylor’s series in expanding and finding approximate 
values of given functions is exactly as before. If x and y are small, 
then f {a-{‘X^b-\^y) can be replaced approximately by a quadratic 
or cubic expression in x and y by retaining only the first few terms 
of the series and the complex later terms are not needed. 


Ex. All the partial derivatives of 6®+^ are equal to 
Fixing the point (0, 0) and applying Taylor’s series, 

= l+{x+y) + 2/®) + • • • / 

provided that y) = as %->oo . 

The condition holds for all values of x and y (as in 17.3, Ex, 2), So 

= l + (x+y) +^(a ; ^yf + ... , 

which agrees with the ordinary exponential expansion on substituting 
(ic+y) for the index. 


Taylor’s series can be extended to cases where more than two 
variables appear. As the number of the variables increases, each 
term of the series involves more and more powers and products. 
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In general, if is a function oi n variables and if 

(%, ttg, ... a„) is a fixed point, then 

/(ai + a;i, £}3 + a;2, 

=/K ».)+(*, A ^ 


^ dx^ * dx^ 




■'ll' Clfi€ti% ... <Zjj, 

gy 

^ 0a;i 3^:2 


dH dH \ 

+ 2Xi Xs g ■ ga;" + • • ■ + 5Z +•••> 

C7vTira3 aia2 ... an 

subject to conditions similar to those already given. Our results are 
thus perfectly general and the only difficulty is the labour involved 
in writing the appropriate series. 

17.5 A complete criterion for maximum and minimum values. 

In addition to its practical use in the expansion of functions, 
Taylor’s series is a powerful theoretical tool of service in such 
problems as that of maximum and minimum values. We can, first, 
complete the tests for extreme values of a function of one variable 
(8.2, 8.3 and 8.6 above) and then, in a later chapter, use similar 
methods to develop tests for functions of several variables. 

A convenient form of the definition of extreme values is : 

The function f{x) has a maximum (minimum) value at x=aif 
f{a + x) -f{a) is negative (positive) for all small values of x. 

It is again assumed that the function has finite and continuous 
derivatives up to any desired order at Taylor’s series gives 

/yt2 /ytl 

/(«+*) -/(a)=/'(a)x+r(a)|^ + ...+/(«)(a)^+/(»+i)(a + 0a:)i— 


for any fixed positive integral value of n. This form of the series 
is clearly of direct application to our problem. 

(1) Suppose /'(a) ^ 7 ^: 0 . 

By the continuity of the derivative, /'(u + fe) has the same sign 
as f'(a) for a certain range of smaU (positive and negative) values 
of a;. Now 

f{a + x)-f{a)==f'{a + dx)x (?^ = 0) 
and so f{a + x)-f{a) must change sign as x changes sign. The 
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point x=a cannot, therefore, give an extreme value of f{x). Hence, 
if a: =a gives an extreme value off{x), we must have f'{a) = 0. 

(2) Suppose /'(o)=:0, /"(a) ?5:0. 

As before, f''{a + 6x) has the sign of /"(a) for a certain range of 
positive and negative values of x. But 

f(a +a:) -f{a) =f'(a) x +f" (a + dx)^=^ f”{a + Bx)x^ (« = 1), 

i.e. f{a+x) -f{a) has the sign off''{a + dx), i.e. of /"(a). Hence, 

If /'(a) = 0 and f''(a) <0, x=a gives a maximum value of f{x). 
If/'(a)=0 and/''(a)>0, x=a gives a minimum value off{x). 

(3) Suppose /'(a) =/"(«) =0, /'"(a) 7^.0. 

Again f"'(a + 6x) has the sign of f"' (a) for sufficiently small 
positive and negative values of x. So 

f{a +x)- f{a) =f'{a)x +f''{a) ^ +f"'{a + 0x) 

+ (n = 2) 

shows that f{a + x) -f(a) changes sign as x changes sign. The point 
which is a stationary point, is thus a point of inflexion and 
does not give an extreme value of f{x). 


(4) Suppose/'(a)=/''(a) = ...=/(«-i>(a)=0, fM(a)j^0. 
Taylor’s series can now be written 


f{a+x) -f{a)=f^»'>{a + 6x) 




Of the two terms on the right-hand side, the derivative has a constant 
sign, that of /^">(o), for sufficiently small (positive or negative) 


( x'^\ 

l^j changes sign with a: if w is an odd 

integer and is always positive if n is an even integer. In the former 
case, f (a+x) -f{a) changes sign as x changes sign and x=a must be 
a point of inflexion. In the latter case, f{a+x) -f{a) has a constant 
sign and x=a gives a maximum or minimum value off{x) according 
as (a) is negative or positive. Hence, 


COMPLETE CRITERION FOR MAXIMUM AND MINIMUM VALUES 
(1) lff(x) has an extreme value at a:=a, then f{a) =0. 
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. (2) If f'(a)=f"(a) = ...=fi-i){a)=0, /(">(a)^0, then f{x) 
has a stationary value at a;=a which is an inflexional value if 
n is odd, a maximum value if % is even and /(”>(a)<0 and a 
minimum value if » is even and /<»){o)>0. 

Subject to the condition that the derivatives involved are finite 
and continuous, the criterion is complete and so both necessary and 
sufficient. There is no case of failure ; unless the function is a 
constant (and so without maxima or minima) there must always be 
some derivative which is not zero. The order and sign of this 
derivative determines the nature of the point considered. The 
practical method of finding maximum and minimum values (8.4 
above) is scarcely affected ; a few doubtful cases (such as that of the 
following example) are cleared up and that is all. 

Ex. ^ = (x-l)*. 

Sc, ond g-24. 

There is only one stationary value, 2/ = 0, occurring at a; = 1 . At this point, 
the first three derivatives are zero and the fourth derivative is positive. 
Hence, ^ = 0 is a minimum value of the function. This can be checked 
since y is positive for all values of x except that it is zero when a; = 1. A 
graph of the function shows a curve very similar in shape to the parabola 
and with vertex at (1, 0) on the axis Ox, 


17,6 Second and higher order differentials. 

The differential of a function of several variables describes the 
'' first-order ’’ variation of the function. But, just as derivatives 
of various orders are needed to describe completely the variation of 
a function of one variable, so something more than the ordinary 
differential is required in the case of a function of two or more 
variables. The need is met by the definition of differentials of the 
second and higher orders. In the following, the definitions and 
results are given only for a function, z =f{x, y), of two variables, but 
they are easily extended to more general functions. 

The function z=f{x, y) is assumed to have finite and continuous 
. partial derivatives of all orders required. The first-order variation 
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is described by dz ■■ 


3^ 3^ 

-■■;^dx + — dy wbetber the variables a; and y are 
dxdy 


independent or not. It is very important, however, to distinguish 
carefully between the two cases. If x and y are independent, then 

3 % 3 % 

TT ^ are functions of these variables but dx and dy are arbitrary 
dx dy 

and constant increments in the variables. Bntj if x and y are de- 

3 % 3 % 

pendent on other variables, then — and ^ are also functions of the 

genuine independent variables and dx and dy are expressed in terms 
of the same variables plus their arbitrary and constant increments. 
In either case, & involves functions of the independent variables 
(whether they are x and y ox others) and certain constants, the 
arbitrary increments in the independent variables: The differential 
of dz, a function of certain independent variables, can now be 
dejSned in the ordinary way and is called the second differential : 


d^z—d{dz). 


The process can be extended and, in general, the .?ith differential of 
a: is defined as the differential of the {n - l)th differential : 


d^z-d{d^-H). 

As in the case of derivatives, however, it is seldom that we need 
differentials of higher order thah the second. 

Our problem now is to express higher order differentials in terms 
of successive partial derivatives of the function. The importance of 
distinguishing the independent variables becomes evident here. 
Unlike the expression for which is the same in all cases, our 
results for the higher order differentials are different and simpler 
when X and y are the independent variables than they are in other 
cases. The reason for this is not far to seek. In differentiating 
to obtain cZ%, we must know how to treat the dx and % appearing 
in dz. If X and y are independent variables, dx and dy are constants 
and do not worry us. In other cases, this is not so and due account 
must be taken of the variation of dx and dy in the differentiation 
process. Before beginning to differentiate, therefore, it is essential 
to know whether a; and y are independent or dependent 
variables. 
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17.7 Differentials of a function of two independent variables. 

Differentiating the first differential of a function of two inde- 
pendent variables, we have 

(I) (|) is, 

={s (i) (|) (|) 

3^2 3^21 3^2 

i.e. + 2 — 

The essential point is that dx and dy are treated throughout as 
constant increments ; otherwise the ordinary rules of differentiation 
(13.3 above) are used. It appears, therefore, that d^z is a quadratic 
expression in dx and dy, the coefficients being given by the second- 
order partial derivatives of z at the point {x, y) in question. 

In finding second differentials in practice, we can either evaluate 
the second-order partial derivatives and use the above result, or we 
can differentiate twice by rule in the particular case considered. 
The latter method usually involves less labour and is adopted in 
the following examples. In each case, however, the results can be 
checked by means of the partial derivatives. 


Ex. 1. ■\‘2xy 

Here dz-2{x +y)dx + 2{x -y) dy 

and dH ^2d(x + y) dx + 2d{x -y)dy — 2 {{dx + dy) dx + {dx - dy) dy} 

—2{dx^-^2dxdy-dy'^). 


Ex. 2. 

Here 


z~ 

dz = 




x^ 

x-y + l’ 

X {x-2y+ 2)dx + x^ dy 
{x-y^-lf 

{d {x^ - 2xy + 2x) dx+d {x^) dy} {x-y + l)^ 

- {{x^ - 2xy + 2x) dx +x^ dy} d{x-y + l) 

2{x-y + l)^ dx^ -2{{x^ - 2xy + 2x)dx+x^ d y} {dx - dy) 


2 


{{y-l)dx-xdy}^ 
(x-y + 1)^ 


and 
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Ex. 3. 3 =log(a:2+2/2). 

r c,«^dx^-ydy 


Here dz^2''‘ 




and dh=2 -djx^ +y^){xdx +ydy) 
^ {x^+y^)^ 

j, {dx^ + dy^) {x^ +y^) ~2{xdx-^y dyY 
{x^+y^f 

(a:^ - y^) dx^ + 4xy dx d y - (a;^ 

~ (x^+y^Y 

The process of differentiation can be repeated to give 

d%=4 (g*:> + 2^<fe<J!, + p4s>) 

= (S ^ ^ {^y 




\dx dy^ dy^ 


This is a cubic expression in dx and dy with coefficients given by the 
third-order partial derivatives of z. Higher order differentials are 
obtained in exactly the same way and it is to be. noticed that the 
numerical coefficients of successive terms follow the binomial ’’ 


law (17, 3, Ex. 1, above). 

We can note here a connection between successive differentials of 
a function of independent variables and the corresponding terms of 
the Taylor expansion of the function. Assuming that Taylor’s series 
is valid, it can now be written in the form 

Az=f{x + h, y + k) -f{x, y)=dz+^ + ~ + ... , 

l! li 

where the differentials of z are to be taken at {x, y) and with respect 
to arbitrary increments dx-h and dy=km the variables. Hence, 
the increment Az in the function for increments h and h in the 
variables from (*, y) is compounded of the successive differentials, 
dz, d% d% ... , of the function at {x, y). The complete variation of 
the function is described only by using differentials of aU orders. But, 
the successive differentials involve higher powers of the increments 
and k, i.e. they are of higher order of “ smallness ” if h and k are 
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small. For approximate results, only a few dijBFerentials (i.e. a few 
terms of Taylor’s series) are needed to describe the variation of the 
function. As a first approximation Az=^dz\ as a second approxi- 
mation Az=dz-^ Id^z ; and so on. 

The higher order differentials of a function of a single variable, 
y=f{x), appear as a special case of the general process of differen- 
tiation described above : 

dy-f{x)dx, d^y=f'{x)dx\ d^y=^f'"{x)dx^, ... . 

In general, d^y^f^^^x)dx^. 

The first derivative, as we have seen, can be interpreted as the 
ratio of the differential dy to the differential' This result now 
extends. The second derivative is the ratio of d^y to dx^, i.e. the 
ratio of the second differential of the dependent variable y to the 
square of the differential (or arbitrary increment) of the independent 

variable x. The notation ^ for the second derivative is thus 

justified. Similar results hold for higher order derivatives. 


17.8 Differentials of a function of two dependent variables. 

In the function z=f{x, y), the variables x and y are dependent on 
a set of independent variables The process of obtaining 

the second differential d'^z now proceeds : 


(l-to + l*) =d (|<fc) +d (1%) 



i.e. + 

The expression for d^z now includes two additional terms, the terms 
in the second differentials of x and y as functions of the independent 
variables u,v,w, , If oj and y happen to be independent variables, 
these terms are zero (since dx and dy are constants) and the expres- 
sion for dH reduces to that previously obtained. In general, however, 
dH and d^y must be retained and interpreted in the light of the 
particular problem considered. 

2G 
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Two simple applications of the result can be noted. If z==f{x, y) 
where iT and y are functions of a single variable t, the partial deriva- 
tives and derivatives of the functions being known, then from 
Bz Bz 

dz=z^ dx-h-;r dy, we derive (13.4 above) : 

Bx dy 


From 
we derive 

dt^~ 


d^z=-^dx^ + 2 
Bx^ 


dz 

dt 

BH 


Bz dx Bz dy 
Bx dt By dt 




B^z fdx 

''^Ajt 


^ BH dxdy 3h 
Bx By dt dt By^ 


Bz d^x Bz d^y 
Bx dt^ By dt^ 


The ratio of dh to dt^ is to be interpreted as the second derivative 
of 2 : as a function of t (defined by means of x and y). We have thus 
a simple formula for this derivative in terms of the partial derivatives 
of z and the derivatives of x and y. The same result is obtained by 
dz 

taking a function of t and by finding its derivative directly. 

In particular, if z=f{x, y) where y is a function of x^ 

dz 
dx 


Bz Bz dy 
Bx By dx 


and 


dH 

dx^ 


• ^ 2 — 
Bx^'^ BxBydx 


dy BH 


dy 

dx. 


+ 


Bz^ 

By dx'^ * 


In this case, does not appear in d'^z since x is the independent 
variable. 

If y is an implicit function of x defined by the relation /(oj, y) =0, 
we have seen (13.5 above) that 

f^dx-hfydy = 0, 




which gives the derivative ^ = 

ax 


Differentiating again, 


// 

d{f^dx+f^dy) = 0, 

i-e- fx^dx^ + 2f^vdxdy+f^.ydy^+fyd^=0, 

noting that d^y, but not d% appears since y is taken as a function 
of X. Dividing through by dx^, 

dx^ 


f XX "t 


2f i^lWf ' 


= 0 , 


i.e. 


dx^ 


+ 2/«.^+/, 
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This gives the second derivative of y as a function of x. If the value 

^nj 

of ^ previously obtained is substituted, the result already written 
(13.5 above) is again obtained. 

If the same relation is regarded as giving rr as a function of y, 

doc f 

then fxdx+fydy = 0 gives the first derivative y = - — and from 
d (/aj dx +fy dy) = 0, we find ^ 

fa^^dx^ + 2f^ydxdy+fyydy^+f^d^x = 0, 
which gives the second derivative, 

V ^ dy \^y) }' 


This can be expanded, as before, on substituting the value of -j - . 

dy dx 

It is to be noted that, though the first derivatives ^ and ^ are 

reciprocal, the same relation does not hold between the second 
derivatives. 

In practice, the derivatives of implicit functions are best obtained 
by differentiating the relation between the variables as it stands, 
always remembering which of the variables is dependent : 

Ex. 1. = 

Taking ?/ as a double -valued function of x, we have 


Differentiating again, 


2x + 2,j^.O. i.e. 

dx dx y 




i,e. 

, dx^ y t ^dxJ J y y 
But, taking a? as a double-valued function of y, 

cydx , „ . dx_ y 


^ dx ^ ^ . dx 

dy ^ dy 


dH _ 1 fdx\^\ 

df'" "it / 


/dx\^} 
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lEtX.2, x^+y^-Zxy=0. 

Regarding as a triple- valued function of x, 

So (*--S,) + (!,>-rc)|-0, i.e. J. 

Differentiating again, 


x^-y 

y'^-x' 


givmg 


dx^' 


2 ( ^dy'^ dy 

y^ -x\J^\dxJ dx 


+a;| 


{y'^-x) 


, {y {x^ - y)^ -\r{x^-y)(y^-x)JrX [y^ - xf} 


Similarly, if a; is regarded as a function of y, we find 

dx y^-x 
dy 


x^-y dy'^ {x^-yY* 

Returning to the general case where z=^f{x, y) and x and y are 
functions of certain independent variables, the third differential 
dH can be obtained by differentiating the second differential ; 

= i (gi <&• + 2 * iy + ^ %■ + - i-* + - i 


.dx^ 
+ 3 


dh d^z 
.dx^^^'^dxdy 


dz dz „ 




on reduction. The expression of the differential has now become 
very cumbersome. Higher order differentials are obtained by further 
differentiation and are exceedingly involved. 

As a particular case of the above results, let y=::f{x) where x is 
dependent on other variables. Then 


dy = f'{x) dx, d^y=f''{x) dx^ +f'{x) d% 
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For example, if a: is a function of a single variable t, 


% 

dt 





(• 


dt) 




d^x 

dP^ *•** 


This is the ordinary function of a function rule for functions of one 
variable, extended to the second and higher order derivatives. 


EXAMPLES XVII 


Infinite series 


1, Write down the sequence of numbers with wth 



— ) 

n+ 1/ 


and obtain the infinite series of which the sum of n terms is given by this 
expression. Show that the series is convergent to I*. 


2. Find the infinite series with sum of n terms given by (a) and 

(6) |n(n + 1) (272. + 1). Show that neither series is convergent. 


3. Write the series with sum of n terms — - and show that it is convergent. 

4. It is known that tt is the sum to infinity of the series 

4(1 -i + i-f + i- A+-")- 

Find the value of rr to five decimal places. 


6. Show that ^/2 is the sum to infinity of the binomial series 

(Cf. 17, 3, Ex. 1.) 

and deduce the value of hJ2 correct to four decimal places. 

6. Express the recurring decimals O-iS and 0*27 as fractions. 


7. Write down the sum to infinity of each of the convergent series 
1 ^ , 1 1 1 
32 "^* 


1 1 
2’^i” 


1 Jl_ 




Illustrate the approximation to the sum to infinity by finding the sum of ten 
terms in each case. 


8. A baU is dropped from height h feet on a hard floor, bounces, faUs, 
bounces again, and so on. Each boxmce is to height e times the previous fall, 
e being a positive fraction. Show that the distance travelled by the ball 
before coming to rest can be represented as the sum to infinity of an infinite 
geometric series. If the distance is 2h^ show that e = |. 


9. An income stream, starting with £a next year, is such that each year’s 
income is half that of the previous year. Adding interest yearly at lOOr per 
cent, per year, find the present value of the stream flowing for n years, and of 
the stream flowing for ever. 


10. An income stream starts next year with £a and flows for ever so that 
each year’s income is a fixed percentage (100a per cent.) less than the previous 
year’s income. Find the present value of the stream, adding interest yearly 
at lOOr per cent, per year. 
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Expansions 

11, If ^ is some positive fraction, use Taylor’s series (n = 0) to show that 

log ( 1 + x) = deduce that 

:p-^<log(l +a;)<ir {x>0), 

X 

Then, from Taylor’s series (w= 1), show that 

— — <a:-log(l+a:)<ia:2 {x>0). 

Z ^ 1 T“ 23“ j 

12. For values of x numerically less than one, show that 

= 1 + 227+ SX^ + 427® + . . . . 

(1-27)® 

13, Write ^/6 = |n/ 25 - 1 and use a binomial series to calculate its value 
correct to five decimal places. 

14. Find a quadratic expression which approximates to -p====r when x is 

V 1 + 27 

small. Put 27= sV find correct to four decimal places, 

15. If 27 < 1 numerically, write expansions for \/l + 27, s/l-a; and Vl - 27 ®. 
By algebraic multiplication of infinite series, verify that the expansion of a 
function which is the product of two parts is the product of the expansions of 
the separate parts. 

16 , Form an infinite series each term of which is the integral of the corre- 
sponding term of the expansion of (1+27)*“^ in ascending powers of 27. What 
is the series? Show that its sum to infinity is the integral of (1 + 27 )*“^. What 
general rule does this result suggest ? 


17. By taking sufficient terms of the appropriate series, find the values of 
tje and - correct to four decimal places. 


18. Show that log(n+ l) = log?^+ fi-i -i+i i+ 

\n 2 n^ 3 n^ 4: J 

Given log 2 = 0-6931, find values of the natural logarithms of 3, 4 and 5 
correct to three decimal places. (IVoie : log 4 can be found without using 
the infinite series.) 


19. If interest at lOOr per cent, compounded yearly is equivalent to interest 
at IOO 5 per cent, compounded n times a year (of. Examples IX, 25), show that 


r exceeds s by approximately 


n- 1 
2n 


5®. 


20. If interest at lOOr per cent, compounded yearly and at lOOp per cent, 
compounded continuously are equivalent, show that r - p = fr® approximately 
when T is small (of. Examples IX, 26). 


21. Find the amount of £1 after n years at lOOr per cent, interest which is 
(a) simple, (6) compounded yearly, and (c) compomided continuously. If 
(rn)» is small- enough to be neglected, show that the last amount exceeds the 
first by i(m)® and the second by \r^n approximately. 
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22.^ A man’s income is £x and his (measurable) utility is then (^(x) where 
^ (a?) increases at a decreasing rate as x increases. The man makes a fair bet 
on an event with chance p, laying £pa against £(1 —p) a that the event happens. 
Show that his expectation of utility is now £(p^ (x + 1 ~ pa) + (l-p)(^(x -pa ) }. 
If the bet is small, use Taylor’s series to show that the expectation gives less 
utility than the original income £x, (See Marshall, Principles of Economics , 
8th Ed. 1927, p. 843.) 


23. By evaluating derivatives and using Taylor’s series, show that 

iogi-(l + e®)=ia; + tr2»Y^H... , 

assxxming that the series is convergent. 

24. Expand, by Taylor’s series for a function of two variables, the ex- 
pression as a series in ascending powers of x and y. Deduce linear 

and quadratic approximations to this expression when x and y are both small. 
(Of. Examples XIII, 7.) 


Higher order differentials 

25. Show that neither y — {x - 1)® nor y~{x-l)^ has a maximum or mini- 
mum value and that each has an inflexional point at (1, 0). 

26. Find the partial derivatives, and hence the first two differentials, of 


each of s = a;® + 2xy -y^,z~ 


x-y+l 


and z = log {x^ + y ^) . 


27. Find the second differential of each of z = x^ ^y^ - Zxy, z = + 2 /®, 

= and 2 : = log where x and y are independent variables. 

28. If X, y and 2 : are independent variables, find the second differential of 
u^(x^ + 2xy - y^) e®. 


1 d^z 

29. If 2 ; = — where a; = and y = evaluate ■ 


x-{-y 


dt^ 


30. Given that a?® + 2/^- 3a;2/ = Oi use the derivatives of 2 / as a function of 
X and of x as a function of y to show that y has a single maximum value 
for variation of x and conversely. Illustrate diagrammatically. (See Example 
XIII, 22.) 

SI. The relation /(re, y, z) — 0 gives 2 : as a function of x and y. Differentiate 
the relation and obtain the first and second order partial derivatives of 2 ; in 
terms of those of /. Illustrate by taking the relation a;® 4 - 2 /® + JS® ~ Zxy = 0. 
(See Examples XIII, 23.) 

32. If z=f{x, y) where x and y are given functions of the independent 
variables u and v, show that 

d^z d^z /dx'Y dH dx dy 

dxdy du du'^ dy^\du) ' dx du^ dy du'^ 
and similar results for the other two partial derivatives of the second order. 


33. From the results of the previous example, find the second-order partial 
derivatives of 2: = log(.r -- 2 /) where x = '^ and 2/ = ^- Express 2 : explicitly in 
terms of u and v and find the partial derivatives directly. 


CHAPTER XVIII 


DETERMINANTS, LINEAR EQUATIONS AND 
QUADRATIC EORMS 

18.1 The general notion of a detenninant. 

Despite its somewhat terrifying name, a “ determinant ” is a 
mathematical tool of a very ordinary kind and involves no new 
ideas of any description. Briefly, a determinant is a notation that is 
found convenient in handling certain involved, but essentially com- 
monplace, algebraic processes. Certain expressions of a common 
form appear in algebraic problems such as that of the solution of 
linear equations, expressions consisting of sums or differences of a 
number of terms each of which is the product of a number of quan- 
tities.^ The expressmns {ah-W) and (abc-ap-bg^-ch^ + 2fgh) are 
cases in point. Quite apart from other considerations, the labour of 
crating out the more complicated of these expressions is severe and 
there^is every reason to welcome a compact and general notation 
lor them. The determinant notation is justified on these grounds 

_ There is, however, more in the determinant notation than this. 
Once the notation is introduced, the expressions denoted by deter- 
minants are seen to obey quite simple rules and the algebraic pro- 
cesses m which they appear become simpler and more uniform than 
before As a consequence, results can be estabUshed which would 
almost certainly be missed were it not for the new notation. It is 
for such reasons that determinants have become of general use j no 
notation can be retamed unless it saves labour and enables us to 

S. generality than 

'ae foundation of a determinant is a square “ block ” of quantities 
written down m rows and columns in “ crossword ” form ^ There is 
no restacfon the ^na^titiee ettoopt that eaeh moat be oapiteof 
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taking a single niimerioal value ; they can be numbers, constants, 
variables, fonctions, derivatives of functions, and so on. The number 
of the quantities must be a perfect square ; four quantities can be 
written down in a square form of two rows and two columns, nine 
quantities in a square form of three rows and three columns, and 
so on. Examples are provided by the following arrangements : 

du du xy xz 

dx dy ^ 

^ ^ and xy y^ yz 

dx dy xz yz z^ 

A determinant of two rows and columns is called a determinant of 
the second order, of three rows and columns a determinant of the 
third order, and so on. In general, a determinant of the nth. order 
has quantities arranged in n rows and n columns. The quantities 
themselves are called the elements of the determinant and we can 
speak of the elements of the first row or column, of the second row 
or column, and so on. Each element is allotted, of course, to one row 
and to one column. 

A general method of denoting the block of quantities making up 
a determinant is required. From the point of view of stressing the 
arrangement in rows and columns, the best notation is 


«11 

«12 

«13 

• . • 


^22 

^23 

• * • (^2n 

^nl 

^n2 

^nS 

* • • ^nn 


where the integer n denotes the order of the determinant. The two 
suffixes of an element denote the row and the column into which the 
element is to be placed. Thus, Ugg is the element to be inserted in 
the “ cell ” at the intersection of the fifth row and third column. It 
must be noted, however, that the notation is designed for dealing 
with determinants in general ; in any particular case the elements 
appear as actual numbers or quantities of one kind or another. 

18.2 The definition of determinants of various orders. 

A good working definition of determinants can be given in suc- 
cessive stages as follows.* A determinant of the second order is 

* For a more strict and general dejSxdtion, see Netto, Die Determinanten 
(2nd Ed. 1925), pp. 8-13. 
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defined as taking its value from tlie cross multiplication ’’ of the 
four elements which compose it and we write 


% ^12 




The determinant on the left is simply another way of writing the 
algebraic expression on the right. 

Ex. 1. 2 =2x3-(-l)x0 = 6. 

0 3 

Ex.2. \a h =-axb-hxh=ab-h^. 

\hb 


Ex. 3. 2xy =x^ xy^ -~2xy x2xy^ -Zx^y^, 

2xy y^ 

Ex, 4. du du du dv du dv 

dx dy dx dy dy dx'* 

dv dv 
dx dy 

where u and v are two given functions of a: and y. This determinant, 

which is often written d(uv) ’ 

d{x,y)> 

as termed the Jacobian of u and v with respect to x and y. 

A determinant of the third order is defined in terms of those of the 
second order by the rule : 



< h 2 


^21 

^22 

^23 

^31 

<^32 

<^33 


^22 ^23 ~~ %2 

^32 ^33 


%3 ^21 


= («22®33 - «*23®S! ) - %2 (®21«33 “ «23®3l) 

+ £*13 (®21®32 ~ ®22®3l) 

= ®aa®22®33 + ®12®23®Sa + «13®21®32 

- aua23«32 - «X2«21«33 - “l3«22«31- 

The second-order determinant multiplying is derived from the 
ongmal determinant by omitting the first row and the first column 
(the row and column intersecting in a^), and similarly for the other 
detommants. The third-order determinant is thus seen to be a 
Jort way of witing an algebraic sum of six terms, each term being 
the product of three elements of the determinant so chosen thnt one 
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element comes from each row and one from each column. Further, 
half the terms are added and half subtracted to form the algebraic 
sum. 


Ex. 1. 


Ex. 2. 


1 3 

-1 0 

0 -2 

0 a iS 

a. a h 

^ h b 


= 

0 3 

-3 

-1 3 

-2 

-1 0 


-2 1 


0 1 


0 -2 


(0 + 6) -3(- 1-0) -2(2-0) =6 +3 -4 = 5. 


a h 
iS b 


a a \=2hoc^ -boc^ -a^. 

iS ^1 


Ex. 3. \ a h g \ 

=a 

b f 

-h 

h f 


h b 

\h b f 


/- c 


g c 


g f 


g f 


= abc - - ch^ 4- 2fgh. 


du 

du 

du 

du 

dv 

dw 

du 

dv 

dw 

du 

dv 

dw 

dx 

dy 

dz 

dx 

dy 

dz 

^dy 

dz 

dx 

dz 

dx 

dy 

dv 

dv 

dv 

du 

dv 

dw 

du 

dv 

dw 

du 

dv 

dw 

dx 

dy 

W 

dx 

dz 

dy 

1 

dx 

- 

dz 

dy 

dx 

dw 

dw 

dw 










dx 

dy 

dz 











This is the Jacobian, ,o{u,v and w as functions of x, y and z, 

d(x, y, z) 

A determinant of the fourth order is then defined : 


(hi 


%3 

^14 

= «u 

^22 

^23 

^24 

~%2 

U21 

<^23 

^24 

®21 

^22 

<^23 

^24 



^33 

«34 


^31 

^33 

^34 

®81 

^32 

<^33 

%4 


^42 

^43 

^44 


^41 

<^43 

<^44 


«42 

^43 

^44 

+ 013 

1 ^21 

<^22 

^24 

'“<%4 

^21 

<^22 

^23 








«^34 


^31 

^32 

^33 







<^42 

^44 



^42 

<^43 


This is an obvious extension of the rule for third-order determinants 
and it remains to evaluate each of the determinants shown on the 
right-hand side and collect terms. It is then found that the deter- 
minant denotes the algebraic sum of 24 terms, each term consisting 
of four of the total of sixteen elements so chosen that one comes from 
each row and one from each column, Again, half the terms are 


476 MATHEMATICAL ANALYSIS FOR ECONOMISTS 

positive and half negative in the same Mnd of way as before. The 
determinant notation represents more and more lengthy expressions, 
and so becomes more and more convenient, as we proceed. 

In general, a determinant of the nth order is written down in terms 
of determinants of the {n - l)th order by the rule : 


Oil 

®21 

%2 

^22 ^23 

... 

. . . fflgn 

— 

^22 


. . . <22,1 

““%2 

^21 

^23 ••• ^2n 


<^n2 


... a^^ 



^^ 5% « w 0 ^4141 

Cf>nl 

^712 ^nZ 

. . . a^^ 

1 

i 


IVfh 


The signs of the successive entries on the right-hand side are alter- 
natively positive and negative until all the n elements of the first 
row are taken. The (?^~l)th order determinant multiplying is 
obtained from the original determinant by the omission of the first 
row and rth column. The determinant is now to be evaluated by 
going, step by step, back to determinants of the second order and 
so to the elements themselves. It is then found that we have the 
algebraic sum of terms each of which is the product of n of the 
elements selected so that one element comes from each row and one 
from each column. Half the terms have a positive and half a 
negative sign. The number of terms in the sum is 

\^:=zn{n-l){n-2) ...3.2.1, 

' which is very large when the order of the determinant is high. 

The determinant notation as written above can be sometimes 
abbreviated to 

I I (r and 5 = 1, 2, 3, ... n), 

where is ^ typical element (in the rth row and 5th column). 

A determinant, therefore, is a notation expressing an algebraic 
sum of terms which are products of the elements of the determinant 
and its value is of the same nature (e.g. numerical or a function of 
certain variables) as the elements which compose it. The practical 
way of finding the value of a given determinant is indicated by 
the defimtion, i.e. by successive reduction to determinants of lower 
and lower order xintil second-order determinants are obtained and 
evaluated by cross multiplication. 
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18.3 Properties of determinants. 

The following are simple properties of the determinant notation : 

(1) A determinant is unchanged in value if its rows and columns 
are transposed : 


%1 

%2 


• • • %n 



^21 

^31 • • • 

<^nl 

^21 

^22 


••• «2n 



<^22 

^32 

%2 


^n2 


• • * ^nn 


<hn 

^2n 

^Zn 

^nn 


(2) The value of a determinant is unaltered numerically but 
changed in sign if two rows (or two columns) are interchanged : 


<h% 

<hi 

%3 

(hn 

= - 


%2 

%3 

• • • 

^22 

^21 

^23 



^21 

^22 

^23 

• • • ^2n 

<^n2 

O'nX 


^nn 


^nl 

^n2 

^n3 

. . . (^nn 


(3) The value of a determinant is increased 7i;-fold when each 
element in one row (or column) is increased in this way : 


Jca^i 

hcii2 

hdi^ 


=k 

Chi 

%2 

%3 

.. 

^21 

^22 

^23 

. . . a^n 


“21 

^22 

^23 

* ^2n 

^nl 

^n2 

^nZ 

* • * ^nn 


“nl 


^nZ •• 



(4) A determinant has zero value if the elements of one row (or 
of one column) are equal or proportional to the corresponding 
elements of a second row (or of a second column). 

(5) If the elements of one row (or of one column) of a determinant 
appear each as the sum of two parts, then an additive rule applies : 


e.g. 


%1 + %1 

%2 ^12 

... + Orjj^ 

z= 

“ii 

“13 • 


^21 

<^22 

. . . a^n 


®21 

^22 • 

■ ®2n 

^nl 

^2n 

• • • 


“«1 


> • ^nn 



“12' 

... 


^21 

^22 

... 

^2n 


<^n2 

... 

^nn 


(6) The value of a determinant is unchanged when a multiple of 
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the elements of one row (or of one column) is added to the corre- 
sponding elements of a second row (or of a second column) : 
e.g. a^ + ka^ a^^ + ka^^ ... (hn+ka^n ]= «u ••• «i». 

<^21 ®22 • • • ^21 ®22 ■ • • ® 2 n 


Ojfil ^n2, ••• ^nn | 1 ^nl ^'nn 

To make clear the meaning of these properties, it is a useful 
exercise to verify that they hold in the particular cases of second 
and third-order determinants. It is also a relatively easy matter 
to give general proofs, using properties of the values and signs of the 
terms in the expanded form of a determinant (18.2 above).* The 
practical evaluation of determinants is often simplified by using the 
above properties, e.g, a combination of (6) and (4) sometimes shows 
that a determinant has zero value. The following examples illustrate : 
Ex. 1. Show that 1 2 3 =0. 

4 5 6 

7 8 9 

Take the elements of the first row from those of the second and third 
rows, using property (6) with ^ - 1. Then 

1 2 3 - 1 2 3 -0 by property (4). 

4 5 6 3 3 3 

7 8 9 6 6 6 

The same result holds if the elements of the determinant (reading by 
rows from left to right) form any set of integers in Arithmetic Progression. 
Ex. 2. Express I a m factorial form. 

1 b 
I c 

If a =6, the first two rows of the determinant become identical and it has 
zero value. Hence, (a - b) must be a factor of the value of the determinant. 
Similarly, {b ~ c) and (c ~ a) are factors. Since the value of the determinant 
is of the third degree in a, b and c, it must be a numerical multiple of these 
factors. The leading term in the expanded value is 1 x 6 x (from the 
“ diagonal ’’ of the determinant) and the multiple can only be unity. The 
value of the determinant is thus {a - 6) (6 - c) (c - a). - 


18.4 Mmors and co-factors of determinants. 

Selecting an element of a given determinant, we delete the row 
and column intersecting in the element and obtain a determinant of 


* See Netto, op. ciL, pp. 13-9, and Courant, Differential and Integral Cah 
culm, Vol. II (English Ed. 1936), pp. 20-3. 
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order one less than that of the ’original determinant. The derived 
determinant is called the minor of the selected element in the given 
determinant. There are minors of a determinant of the ?zth order 
and each is a determinant of the {n - l)th order. In 
Zl = i I {r and 5 = 1, 2, 3, ... n) 
the minor of the t 3 ?pical element denoted by as obtained 
from A by omitting the rth row and 5th column. 

The co-factor of a selected element in a given determinant is the 
minor of the element with a sign attached. The rule of signs is 
quite simple. If the numbers of the row and column containing the 
element add to an even number, then a plus sign is given to the co- 
factor ; if they add to an odd number, then a minus sign is allotted. 
The co-factor of in J is denoted by where 

if (r-h5) is even 
= - if (r 4-5) is odd. 

It is important to distinguish between the closely related concepts 
of minors and co-factors. The minors of various elements in 


^11 %2 ^13 

^'21 ^22 ^23 

^31 ^32 ^33 


are 

4i= 

^22 

^23 

>-• 

II 

^21 

^23 

II 

%2 




%2 

^33 


^31 

%3 


^32 

®33 


On the other hand, the co-factors of the elements are 


A ^ = 

^22 

^23 


^21 

^23 

1 

i ( 

%2 

%3 


^32 

%3 


^31 - 

^33 


^32 

%3 


Our definition of determinants can be re-framed in terms of 
minors or co-factors. We have 

A == I a^g j =aii idjj — < 2^2 ^ 1 % %3 ^13 • 4- ( “■ 1 

or 4- 

i.e. the value of A equals the sum of the elements of the first row 
each multiplied by the corresponding co-factor. A similar result 
can be shown, by property (2) of 18.3, to hold for the elements of 
any row. For example, taking the second row, we have 

^21 21 ^22-^22 ^23-^23 4“ •••4"U2^A2n 

= ^ 22*^22 4 ^ 23^23 ”“ * * • ^^2.n^2n)* 
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Tiie bracket on tbe riglit-hand side is, by the definition, the value 
of the determmant obtained by interchanging the first two rows of Zl. 
The bracket thus equals {-A) and so 

A ‘t’ ^22*^22 't' ^23*^23 "t* •• • 

Again, take the sum of the elements of one row of the determinant 
each multiplied, not by the corresponding co-factors, but by the 
co-factors of the elemen ts of another row, e.g. 

^ 21-^11 ^ 22-^12 “ i " ^ 23-^13 " t * ••• " t * ^ 2 , 2 -4 

This sum must, by the definition, equal A except that the first row 
in Zl is replaced by the row of elements (ugi, U 22 ? <^ 23 ^ ••• <^ 2 n)> i*®* "^ke 
sum represents a determinant with the first two rows consisting of 
identical elements. By property (4) of 18.3, the sum is zero. 

The following results are now established : 

The sum of the elements of any row of Zl = | | each multi- 

plied by the corresponding co-factor is equal to the value of the 
determinant. The sum of the elements each multiplied by the 
co-factor of the corresponding element of another row is zero. 
In symbols, for unequal values of r and 5 , 

^fl4.fi+CSr2-4r2 + ^r34.f3 + **. + Cty-fl Aj.fl — A 

®rl-4sl +®r2-4s2 +ttr3-4s3 + ••• +®rn-^S)j 

The first result, an extension of the definition, is often called the 
expansion rule and its use in evaluating determinants is evident. By 
property (1) of 18.3, the results are true also for the elements of any 
column of the determinant. 

Minors of higher order than those discussed above can also be 
defined. Selecting two elements not in one row or column and 
onoitting the two rows and two columns containing them, a second- 
order minor is derived as a determinant of order two less than that 
of the original determinant. The process can be continued by 
selecting more and more elements and omitting the relevant rows 
and. columns. In particular, the principal minors of /l = | a^^ | are 
the minors of various orders obtained by selecting the last, the last 
two, ... elenients of the “principal diagonal ” (%, a^^, a^z, ... a„„) 
and then carrying out the deletion process indicated. 
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18.5 Linear and homogeneous functions of several variables. 

The determinant notation serves to express precisely the pro- 
perties of linear and homogeneous functions of more than two 
variables. Let 2/=/(^i> ••• ^n) t)e a linear and homogeneous 

function with continuous partial derivatives of the first two orders : 


and frs = 


dXrdx^ 


{r and 5 = 1, 2, 3, ... n). 


Then, Euler’s Theorem (12.8 above) can be extended to give: 

^lfl+^%fi+^sSz + —+XnU = y - ( 1 ) 

at any point {Xi, x^, x^, ... x^). Since the result is identically true, it 
can be differentiated with respect to any variable x^ : 

fr+^lflr+X2f2r+^^fsr+ ••• +^nfrn = fr, 

i-e. ^l/lr + i^2/2r+i^3/3r + --+^^n/m = 0, (2) 

(r=l, 2, 3, ... n). 

The n relations (2) are extensions of the results (4) of 12.8 and give 
each direct second-order partial derivative in terms of the cross- 
partial derivatives. 

We denote by F the determinant of the (?^-^-l)th order formed 
from the block of second-order partial derivatives off, bordered ” 
with the first-order partial derivatives : 

F= 0 /i /2 /3 ... fn 

fl fll /l2 /l3 ••• fin 

f^ /l2 /22 /as ••• fzn 


1 fn fin f^n fzn fnn I 

Let Fq denote the co-factor of the element 0 in and F the co- 
factor of the element /,.s in Fq {r and 5 = 1, 2, 3, ... n). Then 

Fq = 0 (3) 


The proofs of (3) and (4) are interesting exercises in the manipu- 
lation of determinants : 

Multiply the relation (2) by 2, 3, ... n) and add together 

the n equations obtained. Then 

^lifii^ on + f 12^ 012 + • • • H" fln^ Oln) 

+ ^^2 (/2ii^011 “t/22-^012 d" . . . +/2n Oln) + • • • = • 
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By the results of 18.4, the coefficient of is Fq and the coefficients 
of a? 2 , Xq, ... iTyi are all zero. Hence, 

for any value of Xi^ i.e. Fq = 0, This proves (3). 

The determinant F can be evaluated as follows : 




0 A 

^lA ^a/u 

As 

A 

^lfl2 

A2 

A 

^ifis 

As 

* • • fn 

* • • fin 

**• Aw 

A 

fin 

A« 

An 

••• fnn 

0 

A 

fs 

A 

fn 

y 

0 

0 

0 

... 0 

fs 

fl 2 

A2 

As 

*•• Aw 

A~ 

fin 

Aw 

fsn 

* • • fnn 


by 18.3, (3) 


by 18.3, (6) 


adding x^ times the elements of the third row, x^ times the elements 
of the fourth row, ... to the elements of fhe second row and using 
(1) and (2) above. Expanding in terms of the elements of the second 
row and applying a similar manipulative process all over again (with 
columns instead of rows), we find 




fl 

A 

A 

... A 

_ y 

^ifi 

fs 

A ■ 

.. A 

fu 

A2 

As 

• • • Aw 

x-^ 

^ifn 

A2 

A3 • 

* * f^n 

fin 

Aw 

An 

• • • fnn 


^ifln 

Aw 

An 

*• fnn 


y h h 

^ /22 /23 


fn 

f2n 


0 An A. 


fm 


= F 


2 on* 


Hence, F^n - -~\F, which is one of the results (4). The other 
y 


results follow by similar reductions of F. 


18.6 The solution of linear equations. 

The determinant notation is of particular use in solving linear 
equations, operating with quadratic forms and making linear sub- 
stitutions, We propose to give here some account of the use of the 
notation in the first two problems.* 

* For applications of the determinant notation to linear substitutions, see 
Netto, c^^., pp. 77 et seq, and pp. 100 et seq. 
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As we have seen (11.6 above), a system of exactly n equations 
in n variables is sufficient to determine the values of the variables 
provided that the equations are consistent and independent. But- 
this tells us nothing about the actual values obtained in the solution, 
or even whether one or more alternative solutions exist. These points 
can be cleared up at least in the simple case where all the equations 
are of linear form. The solution of the pair of linear equations 


in two variables is (by the method of 2.9 above) given by 

and 

Using the determinant notation, the solution can be written 

y 1 


Cl *1 


«1 

Cl 


(h 

h 

C2 62 


da 

C2 



^2 


The solution is unique and appears in terms of second-order deter- 
minants involving the coefficients of the equations. 

To generalise the result, consider a system of n linear equations 
in n variables, x^, 


% A + %2^2 + + . . . + = % 

^ 21^1 ^22^2 4“ ^23^3 + • . . + ^2n^n ~ ^2 

■!" ^n2^2 "t ^n3^3 + • - • 4" = <2^. 

The given coefficients in the equations form a square block of ele- 
ments giving the determinant zl =| j (r and 5 = 1, 2, ... n). Here, 
a^s is the coefficient of the 5th variable (o^s) in the rth equation. 
The constant terms (%, on the right-hand sides of the 

equations are kept separate. Assuming that A ^0 ^ the equations are 
solved by the following device. Multiply the equations respectively 
by J-ii, ^ 21 , ... Ann co-factors of the elements of the first column 
of A, and add. Then 


+ •*- + (%2^11 + ^^22'^21+ ••• +^n2^wl)^2 

"f . . . + + <^2«^21 + • • • + ^nn^nl ) -^11 + <^2^21 + • • • + A^n 


By the results of 18.3, the coefficient of % here is A and the 
coefficients of the other variables are all zero. Further, let 


X,=-T ■ 
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denote the value of A when the Gist column of elements is replaced 
by the column (%, ... a^), so that 

zlj = % Aix -f ^2^ 21 + • • • + -^nl* 

The equation then becomes Ao(^=Ai, i.e. 

4 

A 

Similar processes give the values of the other variables and so : 

The solution of the n linear equations written above is unique 
and can be expressed in the form 

X2 .Tg X^ 1 

A^ A 2 A 2 An A 

where A is the ?^th order determinant | a^s | and Ji, A 2, A 2, ... A^. are 
the determinants obtained by substituting the column (%, ag, ... a^,) 
for the first, second, third, ... and ^th columns of A respectively. 

The result for two variables given above can be verified as a 
particular case of this general solution.*^ 

Ex. 1. The equations 

Zx + y -6z—0, ^x + Zy+4:Z — 6, x+y + 2z==4: 

give 

X y z 1 


-6 

4 

2 


i.e. 


i.e. 


3 0 -6 3 1 

-154 -13 

14 2 11 

^ _ 2/ _ ^ 1 

2^ = 1, 2:=t. 


3 

-1 

1 


Ex. 2. In considering the variation of demand for factors of production 
(14.8 above), we had to solve the equations 

xp 


rju +PaV+pj^w=0, 

for the three variables 


au — +p^w - 


Pa 




U^X 


dp 

^Wa^ 


da 

~Wa 


and 


w- 


Cl'Pa 

(TU +p^v - W = 

’9i>a 


=0 


* We can now see, at least roughly, why Zl = 0 is a case of failure of our 
result. If d = 0 and A,, A,, ... A^^O, only infinite values of the variables 
can satisfy the equations, and the latter are thus inconsistent for all finite 
values of the variables. If some of A^, A^, A^, A^ are also zero, then at least 
one variable becomes indeterminate (zero iivided by zero) and the equations 
are not independent. 
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The solution can be written in determinant form 

u V 


0 

Pa 

Ph 



0 

Pi 

xp 

(T 

Pa 

a 

Pi 


a 

xp 
— or 
Pa 

Pi 

0 

Pa 

apa 

b 


a 

0 

aPa 

b 


w 




1 



1 

Pa 

0 


V 

Pa 

Pi 


0* 

a 

xp 

(7 

Pa 


cr 

a 

Pi 


cr 

Pa 

0 


a 

Pa 

^Pa 

b 


The first three determinants are easily expanded since one column in 
each case contains two zeros. The other determinant, expanding in terms 
of the first column, equals 


V (PaPb -PaPi) - o- ( - ^ -PaPb) + (paPi +~) 




since xp = ap^ + bp ^ . Hence, 

u V 


w 


1 


zp 


jcriap^ + hp;) 


— xpcr (t? — cr) a 


ab 


^2p2 


1 . 6 . 


and 


dp„ p„\xp xp , 


. db ab 


18.7 Quadratic forms in two and three variables. 

An expression which is the sum of a number of terms each of 
the same (given) degree in certain variables can be termed a, form. 
Classifying forms according to the degree of the terms, we distinguish 
linear forms, quadratic forms, cubic forms, and so on. The following 
analysis is concerned with forms no more complicated than the 
quadratic and makes their nature clearer than any general remarks 
we can offer. 

The general expression of a linear form is (ax + by), (ax + by + cz ), , . . 
when there are two, three, ... variables. Here a,h,c, ... are constant 
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coefl&cieiits. It is clear that linear forms present no algebraic diffi- 
culties and no special theory need be developed. 

The general quadratic form is 

(ax^ + by^ -f 2Jhxy), {ax^ + by^ 4* cz^ 4- 2fyz 4 '2>gxz + ^hxy), . . . 
according to the number of variables. There is now more algebraic 
difficulty in dealing with such forms and the main problem that 
presents itself is to determine whether a given form has the same 
sign (i.e, positive always or negative always) for values of the 
variables which are not aU zero. The solution of many problems in 
mathematical analysis depends on the exact conditions under which 
this property holds. ' 

With two variables, we can write the quadratic form 

_/ \ o r «> ( h Y ab-h^ ^ 

F{x, y)=ax^ + by^-i-2Jhxy=a [x + -y j -i y^, 

adopting a process (familiar in elementary algebra) known as “ com- 
pleting the square ” in tbe variable x. It follows that F (x, y) is only 
positive for all values of x and y not both zero, if the two squares in 
the above expression have positive coefficients, i.e. if a and {ab - h^) 
are both positive. Similarly, 'F {x, y) is negative rnider the same 
conditions only if the coefficients are negative, i.e. only if a is nega- 
tive and (ab-h^) positive. These conditions are easily seen to be 
both necessary and sufficient. Writing the expression {ab - Ji?) in 
determinant form, we have the result : 

The quadratic form {ax^+by^ + ^hxy) is positive for all values 
of X and y (other than x=y=Q)i£, and only if, 
a>0 and a Ji >0 
h b 

and negative for all values of x and y (other than x=y = Qi) if, 
and only if, the same expressions are negative and positive 
respectively. 

It may be objected that the condition written is unsymmetrical 
in the sense that the coefficient of x^, rather than that of y^, is 
selected for determination of sign. In fact, if we complete the 
square in y instead of in x, we find that F (*, y) is always positive if 
b and {ab - h^) are both positive and always negative if 6 is negative 
and {ab- h^) positive. The essential point, however, is that these 
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second conditions are equivalent to the first since (ab-h^) is only 
positive if ab is positive, i.e. if a and b have the same sign. Our con- 
dition is thus quite symmetrical. It may be objected also that the 
determinant notation is not necessary here. This is true but the 
notation is introduced to facilitate the generalisation of the result 
to cases of more than two variables. It is to be noticed that the 
determinant used is most easily written from the coefficients of the 
quadratic form when arranged : 

F {Xy y)~ax^ -{-Iixy 
■j=-hxy-\-by^. 

The determinant is called the discrimiTiant of the quadratic form. 

In the case of three variables, we write 
F {oo, y, z) ^ux'^ + by^ + cz^ + 2fyz + 2gxz -{-pixy 


z=.a 


h q 
x+’-y + ^z 
a 

h q 
a a 


^ ab-h^ ac-g^ 


+ 


+ ■ 


a 

ab-h^ 


r+- 


Z^-i’2 


af-gh 


a 




a 


2 / + 


ab-h^* 


abc-af^ -bg^ -ch^'^-2fgh ^ 

where we have completed the square ” twice in succession. Now, 
F{x, y, z) is positive for any values of the variables not all zero 
if, and only if, the coefficients of the three squares in the above 
expression are all positive, i.e. if 

a, {ab - li^) and {abc - af^ - bg^ - ch^ + pgb) 
are positive. Similarly, F {x, y, z) is negative for any values of the 
variables not all zero if, and only if, the same coefficients are aU 
negative, i.e. if the three expressions written above are negative, 
positive and negative respectively. The determinant notation is 
again applicable and we have the result : 


The quadratic form {ax^ + by^-{-cz^ + 2fyz-^2gxz + 2hxy) is positive 
for all values of x, y and 2 ; (other than a; = 2 / = 2 : = 0) if, and only if, 


a>0, 

a Ti 

>0 and 

a h g 


h b 


h b f 




g f c 


and negative for aU values of x, 2 / and z (other than x=y=z==0) if, 
and only if, these expressions are negative, positive and negative 
respectively. 


488: m 

It can be shown, as before, that the conditions set out here are 
s3onmetricaI and can be written in two equivalent ways by selecting 
the coefficient b ox c instead of a. The third-order determinant 
written is called the discriminant of the quadratic form and is most 
easily derived when the form is arranged : 

F{x, y, z)—ax^+hxy + gxz 
-hhxy-i-by^+fyz 
-^gxz-hfyz +cz^. 

A more restricted problem of the same nature is that of finding 
the conditions under which a quadratic form preserves a given sign, 
not for all values of the variables but for values satisfying a given 
linear relation in the variables. The general method of solving this 
problem is quite simple, ^ The linear relation gives one variable in 
terms of the others and the quadratic form is then reduced to a form 
in one less than the original number of variables. The previous 
results apply at once. Suppose that the two variables of the quad- 
ratic form {ax'^-\-by^-{-2'hxy) are related aa;+^y = 0, where a and ^ 


are constants as well as a, b and c. Then y = - ~ a; and the quadratic 

form becomes : ^ 

2 2 
ax^+b~x^-2hpx^ = (boc^ + a^^-2hoc^)j^, 

which is positive (negative) for all values of x (and for the corre- 
sponding values of y given by the relation) if, and only if, the ex- 
pression (ba^+a^^-2ha^) is positive (negative) From an example 
given above (18.2), the condition can be written in determinant 
form : 


The quadratic form {ax^-{-by^ + 2hxy) is positive for all values of x 
and y (other than x=y=: 0) which satisfy ocx+py = 0 if, and only if, 


0 a )S 

on, a "h 

p h b 


<0 


and negative xmder the same conditions if, and only if, the deter- 
minant is positive. 


Notice that the third-order determinant is obtained from the dis- 
criminant of the original quadratic form by “ bordering ” with the 
coefficients a and ^ from the linear relation. 
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In the three variables case, the variables in the quadratic form 
{ax^ + hy'^ + cz^^2fyz -\-2gxZ'\‘21ixy) a^e related cca;+^t/+y 2 : = 0. Eli- 
minating x = --{^y -j-yz), the form becomes 

Cl 2tO ^Jh 

-^{^y+yz)^ + by^~{-cz^ + 2fyz — ^Wy +yz)z - — {fy +yz)y 

= Ay^ + Bz^ + 2Hyz, 

~ (6a^ + - 2AajS), B = —^ (coc^ + - 2gay) 


where 

and 


a' 




IT = ~ (a^y - goc^ ~ hay +f(x^)^ 


The form is positive for all values of y and z {x being given by the 
linear relation) if J. > 0 and AB i.e. if 

ba^ + ap^--2ha^>0 

and {be -f^) a^ + {ab - g^) + {ab - h^)y^ 

- 2 (of - gh)^y - 2 {bg -fh) ay ~ 2 {ch -fg) a^ > 0. 

The form is negative under the same conditions if the two expres- 
sions given above are negative and positive respectively. It is 
easily verified that the expressions are simple determinants and so : 

The quadratic form {ax^ + by^ + cz^ + 2fyz + 2gxz + 2'hxy) is positive 
for all values of x, y and z (other than a;= 2 ^= 2 ; = 0) which satisfy 
ocx+^y+yz=zO if, and only if, 

<0 


0 

a 


< 0 and 

0 

K 


y 

a 

a 

h 


a 

a 

h 

g 

> 

h 

b 



h 

b 

f 





y 

g 

f 

c 


and negative under the same conditions if, and only if, the two 
determinants are positive and negative respectively. 

18.8 Examples of quadratic forms. 

The following examples illustrate our results : 

Ex. 1. {x^ + 2y^ -^-z^ +yz +2xy) is positive for all values of x, y and z 

which are not all zero ; for 

1 > 0 , 


1 ^ ^ 

= 1 > 0 and 

1 

1 

0 

1 1 2 


1 

2 

i 



0 

1 

1 


=i>o. 
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Ex. 2. - 2/^ -72^+ a:!/) is negative for all values of x, y and z 

subject to the relation x + 2/ + 22 = 0 since 

= ~-l<0. 


0 

1 

1 

= 1>0 and 

0 

1 

1 

2 

1 

1 



1 

1 

1 

0 

1 

i 

-1 


1 

i 

-1 

0 





2 

6 

0 

-7 


Or, eliminate 2 = J(x +2/) write the quadratic form 

a;2 -\-xy = - J(3x^ + 10x2/ + ll2/^). 

But (3x^ + 10x2/ + lly^) is positive for all values of x and y since 


3>0 and 


5 

11 


= 8>0. 


The original quadratic form is thus negative for all values of x and y 
and for 2 = - J (x +2/)* 

Ex. 3. 2/1 j Vz given functions of three variables X;^, and Xg 

such that 

^^^2 

Sxg dxi ’ 9 x 3 9x2 


9Xj^ 9Xg 


It is required to find the conditions under which 

+ rfxi dx^ + dx^ + dx^ dx^ 

vXj^ 0X2 ^^3 

+ |~dXidXg+^dXodXg +^dXg^ 


9xi 


9x« 


9Xq 


is negative for all values of dx^, dxg and dxg.^ 


|S<0 

OX-^ 


9xi 9x2 
9xi 9x2 


>0 and 


% 

9xi 

^2 

9xi 

9% 


The conditions are 

|< 0 , 


dx^ 

dx^ 

92/3 


^2 

90:3 

93:3 


are negative, positive 


9xi 9x2 

i.e. the Jacobians ~ , - ^ and 

9xi d(xi, X 2 ) o{x^,X2,x^) 

and negative respectively. 

* See Ramsey, A Contribution to the Theory of Taxation, Economic iTournaK 
1927, p. 50. 
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18.9 Two general results for quadratic forms. 

Tlie problems considered above can now be generalised. The 
general quadratic form in n variables ... is 

F (Xi, X^) ^3, ... X^ 

d“ "t" "t" • • • "i" 20^233/2^3 "t • • • j 

which can be written more symmetrically as 

F (iTi, 3^2, x^, . . . X^) + • • • + (hn^l^n 

+ 0^21^1^2 ■t’ <^22^2^ + . . . 4" 

+ 

where the a’s denote given coeflficients such that the order of the 
suffixes is immaterial (a 2 i=ai 2 , ...). The determinant id = |a^g|, 
written down from coefficients of the quadratic form, is called the 
discriminant of the form. We also need the bordered ” determi- 
nant 


= 

0 


^2 

... 


ai 

Oil 

%2 

... Oi^ 


^2 

^21 

^22 

. . . a2n 




^n2 

. . . a^n 


where qcg, ... a„ are some constants. 

The quadratic form F{x^^x^,x^,,..Xn) is said to be positive 
definite li it takes only positive values for all permissible values of 
the variables which are not all zero. Similarly, the form is negative 
definite if it takes only negative values. Two general results can 
now be stated : 


(1) The quadratic form is positive definite if, and only if, 
A and aU its principal minors are positive, i.e. 

I>0 


G 5 ll> 0 , 

1 On 


> 0 , ... 

«11 

^12 


1 <^21 

^22 


^21 

^22 





am 



®2n 




and the form is negative definite if, and only if, the above 
expressions are alternatively negative and positive. 

(2) The quadratic form is positive definite subject to the 
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relation + + +an^„ = 0 between the variables if, and 

only if, J' and ah its principal minors are negative, i.e. 


0 

% 


o' 

V 

... 1 

0 

ai 

^2 • 

. . OC ^ 






% 


%2 

. . (Zi^ 


<^21 

^22 



^2 


^22 

.. ^ 2 ^ 







«»1 


. ^nn 


and the form is negative definite under the same conditions if, 
and only if, the above expressions are alternatively positive and 
negative. 

The proofs of these general results follow lines similar to those 
indicated in the particular cases already established and no further 
details need be given here. The proof of (1) depends on the 
reduction of the quadratic form to the sum of n squares, all the 
coefficients of which must be positive (or all negative). The proof 
of (2) is obtained when the quadratic form is reduced from one in 
n variables to one in {n-l) variables by means of the given relation. 


EXAMPLES XVIII 
Determinants 


1, Show that 

1 

1 

1 

= 1 and 

1 + a 

1 

1 


1 

2 

3 


1 

1 + 6 

1 


1 

3 

6 


1 

1 

1 + c 


= ahc + + ca + 6c, 


2. Evaluate 


h 

b 

f 


3. Use property (0) of 18.3 to show that 


a 

h-a 

c + 6 

= 1 a 

b 

c 

and 

0 

1 

1 

=: 

0 

1 

1 

h 

c-6 

a + c 

1 ^ 

c 

a 


1 

a + 6 

6 

I 

1 

a 

0 

c 

a-c 

6 + a i 

1 

a 

b 


1 

a a + 6 


1 

0 

6 


IJence evaluate the deterroinants. 

4. Show that | 6 + c a a | = 4a6c 

6 c + a b 

c c a + 6 

by noticing that the determinant vanishes if (e.g.) a = 0. 

5. Show that 


X 

a 

a 

= (x- ay 

1 

0 

a 

a 

X 

a 


0 

1 

a 


a 

X 


- 1 

-1 

X 1 


(18.3, (3) and (6)). 


with two roots x=a and a third root a? = - 2a. 
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6 . Prove that 

a a^ a^ - 1 
b 62 53 _i 

= (a6c- 1) 

1 a ^2 

1 6 62 


C c 2 c® — 1 1 


1 C c 2 


and hence evaluate the deter minan t. 


7. Factorise 

I 


ai® .. 



1 


.. 

n 

• «2 


1 


V - 

n—i 

.. 


(18.3, (2) and (5)), 


8 . Write down the co-factors of the elements of the second and third rows 
of the second determinant of Example 1 above and verify the results of 18.4 
in this case : 

(l + a). 42 i + .422 4-^23 = 0 and + + = 


9, Show that u = (where <% + j8 + y= l)isa linear and homogeneous 

function for which 

du_^(xM dho _^(x{cx.- l)u d^u ^oc^u 

dx x’ '*Wdx^'^ ’ **’ ’ dxdy xy^ 

Verify the determinant properties of 18.5. 


Linear equations 

10. Solve 2 a; - 2 / = 2 , 3t/ + 22 = 16 and 32 J + 5aj = 21 . 

11. If a, h and o are given constants, find the solution of 

-x + y + z = ay x-y + z — b and x + y - z = c, 

12. Use the determinant of 18.3, Ex. 2, to solve the equations 

x-{-y-hz=l, ax + by + cz = d, a^x + b^y + c^z = d^, 
where a, b and c are constants. 

13. From the result of 18.6 verify that the equations 

a^x 4 - b^y + CjZ + = 0 , 

a^x + b^y 4 - c^z 4- dg = 0 , 
a^x 4- b^y + c^z 4 - dg = 0, 

have a unique solution which can be written 

a; __ 2 / _ 2 : __ 1 

where A^, A^ and A^ are the co-factors of A^, Ag, A 3 and A 4 in 

^2 ^3 ^4 

h Cl di 
cS'g 63 ^2 

^3 ^3 ^3 • 

Generalise this form of the solution of linear equations. 
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14. Show that the solution of the three equations of the previous example 
satisfies a fourth equation a^x + = 0 provided that 


Cj 

«2 K ^2 

«3 ^3 

&4 C 4 


dz 

d, 

d. 


This is the condition that four linear equations in three variables are con- 
sistent. Generalise it. 

Quadratic forms 

15. Show that {4:xy - 2x^ - 2y^) is negative definite and (a;^ + 2 /^ + 2 ;® ~ yz) 
positive definite for all values of the variables (not all zero). 

16. If X and y take any values subject to 2aj -f 2 / = show that + y^ + Zxy) 
is negative defeiite. Is this quadratic form also negative definite for any 
values of the variables ? 

17. Show that {xy + yz + xz - x^ - y^ - z^) is negative definite for values of 
the variables which are such that a; + ^ + 2 ; = 0. 


18. If a, &, /i., a and j3 have positive values, show that the quadratic form 

(oa;^ + hy^ + ^hxy) is always positive definite subject to aa? - = 0. < 

19 . u=f{x, y\ z) is a function of three independent variables. Obtain the 
second differential d^u and find the conditions that it is positive definite for 
values of dx, dy and dz, (a) without restriction and (6) subject to 

du =/^ dx +fy dy +f^ dz = 0. 

20. Write the condition that (ax^ + hy^ + ^hxy) is positive definite subject 
to oa; + jSy = 0. Show that the quadratic form is positive definite for any values 
of a and jS under conditions identical with those required for the form to 
be positive definite for unrestricted variation of x and y. Generalise and 
indicate the relation of the conditions for relative definite quadratic forms 
to those for unrestricted definite quadratic forms. 


CHAPTER XIX 


3FURTHER PROBLEMS OF MAXIMUM AND MINIMUM 

VALUES 

19.1 Maximum and minimum values of a function of several variables. 
The definition of extreme values of a function of any number of 
variables can be put most precisely in the form (see 17.5 above) : 

The function x^y ... x^) of n independent variables has 

a maximum (minimum) value at ••• ^n=<^n if 

/(%+^n ag + iTa, ••• + ••• <^n) ^ negative (positive) 

for all small values of Xj,, X 2 , ... x^- 


The analysis which follows is set out, for convenience, in terms of 
functions of two variables. It is, however, quite general m form. 

It* is assumed that the function z=f{Xy y) has continuous partial 
derivatives up to any desired order at the point (a, 6). Then Taylor’s 
Theorem gives, for any integral value of n. 


f{a + z, b + y)-f{a, b)=df+^d^f+^d^f+...+^d-f+B„{x, y), 


where the successive differentials of the function are taken at the 
point (a, b) and with arbitrary increments dx=x and dy^^y, and 
where 


■Sn(a:, y) = 


1 

1 




at the point (a + dxyb + By), 


As before, B denotes some positive fraction. 

(1) Suppose that df^O for some variations in the variables from 
the point (a, b). Then by the continuity of the partial derivatives 
of the function, df^^O also for some variations from the point 
(a + BXy 6 + %), provided only that x and y are sufficiently small. 

Further, if ~ happens to be positive for certain values 
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of X and then it must be negative for values of x and y which are 
numerically equal but opposite in sign. Hence, df must take both 
positive and negative values for different variations from the point 
{a + 6x^b + Qy), Taylor’s Theorem {n = 0) gives 

f{a+x,b+y) b) = df at {a + dx,b + By), 
i.e. f{a + x,b + y)-f{a,b) is sometimes positive and sometimes 
negative according to the values allotted to x and y. It follows, from 
our definition, that f{a, b) cannot be an extreme (maximum or 
minimum) value of the function. If z=f{x, y) has an extreme value 
at {a^ 6), then.d/ must be zero for all variations from (a, 6). 


(2) Suppose that df=0 for aU variations while d^f^O for some 
variations in the variables from the point (a, 6). By continuity again, 
we can take d^f^Q also for some variations from (a + 5a;, b + dy), 
provided that x and y are sufficiently small. Taylor’s Theorem, 
with n = 1 , now gives 


f{a + x,b + y) -f{a, b) = ^df 


at (a + dx, b -h By) 


and, using the definition of extreme values, we can distinguish three 
cases : 


(a) If d^f < 0 for all variations from the point (a, 6), then z ==f{x, y) 
has a maximum value at this point. 

(b) If d^f> 0 for all variations from the point (a, 6), then z =/ (x, y) 
has a minimum value at this point; 

(c) If is positive for some variations and negative for others, 
then z=f{x, y) has a stationary, but not an extreme, value at the 
point (a, 6), i.e. the point corresponds to a saddle point ” of the 
function. 


(3) If df==dy=0 for all variations from the point (a, 6), it is 
necessary to proceed to the terms in the Taylor series which involve 
the third and higher order differentials. The analysis, though 
possible, becomes complex and, as the cases considered are not 
often -met with in practice, we need not examine them. 

Collecting our results and extending them to the general case of a 
function of any number of variables, we have 

* It is possible that d^f< 0 (or d:y>.0) for all variations except some which 
make t^y= 0. This is not included in the three cases here distinguished and 
further treatment is necessary to allow for such possibilities. 
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GENERAL CRITERION FOR IVIAXIMUM AND MINIMUM VALUES , 

( 1 ) If y=f{xi,X 2 , an extreme value at Xj^=a^, 

x^—a^^ ... x^^a^i then dy = 0 for all variations of the variables 
from these values. 

(2) If cZ 2 / = 0 for all variations and 7^0 for some variations ! 

of the variables from the values (%, ag, ... a^), then y has a [ 

stationary value at this point which is a maximum value if 

iPy<^ for all variations, a minimum value H d^y>Q for all 
variations and a “saddle’’ value if d^y takes positive and 
negative values for different variations. 

The conditions given are respectively necessary and sufficient for 
extreme values. But the criterion is not complete, i.e. not necessary ^ 

and sufficient, since no allowance is made for cases where d^y = 0 for i 

aU variations from the values ((%, ag, ... a^). 

The differential form of the criterion can be expanded to give 
conditions relating to the partial derivatives of the function. The ’ 

necessary condition {dy = 0) simply implies that all the partial i 

derivatives of y must vanish at an extreme value (see 14.2 above). 

The sufficient conditions relate to the second differential 

’^fx.x, dxjdx2 dx2^ + . . , 

+ ... , 

aU the partial derivatives being evaluated at the point (%, ag, ... a„). 

A maximum (minimum) value of y is obtained if this quadratic form 
is negative (positive) definite for all variations dx^, dx^, ... dx^^ The 
conditions for either case are given in 18.9 above. 

In the case of two independent variables, a point where /aj=/y = 0 
gives a maximum value of z=f{x, y) if 

dH=^f^^dx^+f^ydxdy \ 

+fxvdxdy+fyydy^ 

is negative definite, i.e. if 

3^nd /jjja; fxy ^ fi- 

fxy fvv ^ 

The point gives a minimum value of z if the first inequality is ; 

2x m.a. ; 
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reversed. The second inequality, which is the same in both cases 

of extreme values, is 

fxxfyy^ ifxy)^* 

The conditions are those previously given (14.2 above). 

If there are three independent variables, then a point where 
gives a maximum value of y, z) if 

+fxydxdy'j-fa:zdxdz 
+f^ydxdy+fyydy^ +fyzdydz 

+f^^dxdz +fyzdydz +fzzdz^ 
is negative definite, i.e. if 



fxx fxy 

>0 and 

fxx fxy fxz 


I fxy fyy 


fxy fyy fyz 




fxz fyz fzz 


The point gives a minimum value of u if the first and third inequal- 
ities are reversed. 

19.2 Relative maximum and minimum values. 

The advantage of the diflferential form of the criterion for extreme 
values is that it applies, with suitable restrictions, even when the 
variables are not independent. A function y=f{xi^ x^, ... x^) has 
an extreme value relative to a number of given side relations, 
(%? a; 2 ) • • • ^n) = fij <f >2 (^ij = 0, . . . , if the conditioirs previously 

written are satisfied, provided that the differentials of y are expressed 
in terms of the independent variables only, the other variables being 
eliminated by the side relations. 

With a single side relation, we seek the extreme values of 
••• ^n) relative to x^, ... x^)-0. The necessary 
condition is that 

■ dy=f^dX]_+f^dXi+f^^dxs + ...+f„^dx^=0 
for aU increments which satisfy 

dx^ + dx^ + <f,^dx3 + ... + dx^ = 0. 


Taking % as the dependent -variable given by the side relation, we 
can eliminate dx^ and obtain 
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I 



for all increments in a?2, tTg, ... Hence, 

^*n 

These are the necessary conditions (see 14.6 above). To obtain 
sufficient conditions, we write 

=/a, +/«,«x +/»a«a dx^^ + ...+ dx^ dxs+..., 

where <j)^^doc^ + (l)x^dx^ + ... + (f>a^dXn=0 

and d^Xi + + tf,^dx^^ + ...+ dxidx 2 + ...=0. 

Eliminating d^Xj^ by means of the last relation, we have 



"4" • * • j ' 

where dx^ + ^^2 + • • • + ^xn ~ 

A point which satisfies the necessary conditions gives a relative 
maximum (minimum) value of 2/ if d^y is a negative (positive) 
definite quadratic form for all increments dx^, ... dx^ subject to 
the relation written above. The conditions for either case, given in 
18.9 above, indicate the appropriate signs for the principal minors 
of the determinant formed from the coefficients in d^y, bordered ’’ 
with the partial derivatives ... 

In the case of two variables, a point satisfying the necessary con- 

f f 

ditions (f>{x, y)=0 and gives a maximum value of z=f{x, y) 

9x 9y 

relative to 4>{Xy 2/)=0 if 

d^z = (/** dx^ + (/^j, - ^ dx dy 

is negative definite subject to ^^dx + (f>j,dy=0, i.e. if 


0 

<^a! 



<l>v 

. _fx. 

xy jr 9^y 
9x 


• -h,k 

vv 1 9yy 
9x 
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Expanding the determinant, the condition is 

^ {fxv ^ 4^x4>y "■ {fyy ~ ^ ^ 

i.e. 

Uxx^y^ “■ 2/ xy^xi^y + fyy^o?) “ /a; {^xx4^y^ “ ^^xv^x^y "h ^yy^x^) ^ 0* 

This agrees with the result previously obtained (14.6 above) when 

f f 

we remember that ^ ^ by the necessary conditions. 

YX YV 

19.3 Examples of maximum and minimum values. 

The results of the previous two sections are illustrated by the 
following examples : 

Ex. 1. H u^x^+y^i-z^ is a function of three independent variables, 
then du=^2{x dx+y dy + z dz) and dht = 2 {dx^ + dy^ + dz^) . 

Extreme values of u occur only where du—0 for all variations, i.e. where 
a; = 2 / =2=0. Since d!%>0 for aU variations from any point, these values 
must give a minimum value of u. Hence, u has a single minimum value, 
u-0, which occurs where x=y =^z—0. This is also clear since u is positive 
except when x, y and z are all zero. 

Ex, 2. If X, y and z are independent variables and 

then . du=^{l -2x)dx-{'{z-2y)dy + {2‘^y-2z)dz 

and d^u = ~ 2 {dx^ + dy'^ + dz^) + 2dy dz. 

Extreme values of u can occur where 

1 -2a:; = 2 - 22 ^ =2 + 2 / - 22 = 0 , 

Le. a;=i, 2/ = i gi'^g ^==ii. 

But d^u is negative definite at all points since 


2<0, 

-2 0 

=4>0 and 

-2 

0 

0 


0 -2 


0 

-2 

1 




0 

1 

-2 


Hence, has a single maximum value ff. 

Ex. 3. To find the shortest distance of the origin of co-ordinates from 
the plane with equation ax ^ by -\'Cz—d : 

Let u be the square of the distance from the origin to the point with 
co-ordinates {x, y, z) on the plane. Then 

’hy'^ -\’Z^ where aX‘\'by + cz—d. 
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The relative maximum of u is required. The necessary condition is 
du = 2{x dx + y dy + z dz) = 0, 
subjectto adx-hbdy + cdz=0. 

So f=|=5. 

a 0 c ^ 

Since ax + by + cz= d^ these equations give 

ad bd _ cd 

^~a^ + b^+c^’ ^~aF+¥+^ 
and the corresponding value of « is 

“~a2+62+c2' 

Taking the equation of the plane as giving a: as a function of y and z, then 
rf%=0,and 

d^u — 2xd^x + 2{dx^-\-dy^+dz^) ^2{dx^ + dy^ +dz^)'>0 
for variations from any point. The positions obtained is thus one of 
relative minimum. The shortest distance required is the square root of 
the minimum value of u, i.e. it is 

d 

Ja^-i-b^+c^ 

Ex. 4. To find the rectangular block of maximum volume we can cut 
from a sphere of radius a (14.7, Ex. 2), we require the maximum value of 
F = Sxyz relative to x^ -hy^ +z^=a^. The necessary condition is 
dV = S{yzdx + xzdy+xydz)=^0 subjectto 2{x dx+y dy +zdz)^0. 


Hence, 


yz_xz ^xy 
X y z 


Using +2/^ +2:2 we find j 7=^^ . . 

d OsjS 

Now, dW — ^yzd^x + l^{z dx dy +x dy dz+y dz dz), 

where x dx+y dy -{-zdz^^O 

and X d^x + dx^ + dy^ + dz^ =0, 

where the given relation determines a; as a function of y and z. On 
eliminating d^x, we have 

dW = S{2z dx dy-¥2x dy dz ^-2y dx dz -^{dx^ +dy^ +dz^)}, 

X 

where x dx +y dy +z dz—0. 

At the point where x = y=z = ~^, 


subject to 


dW ^^{2dx dy + 2dy dz + 2dx dz ~ dx^ - dy^ - dz% 
dx+dy -¥dz^0. 
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For a relatiye maximum of V, the quadratic form 

-hdxd^-i-dxdz 
■\-dxdy -dy^ -^dydz 
+ dx dz + dy dz-dz^ 

must be negative definite subject to dx+dy +dz=^0. The coiiditions for 
this are satisfied since 


0 

1 

1 

= 4>0 and 

0 

1 

1 

1 

1 

-1 

1 


1 


1 

1 

1 

1 

-1 


1 

1 

-1 

1 





1 

1 

1 

-1 


-- 12 < 0 . 


Hence, V s=~— is the relative maximum value of F. 


\;1:9.4 The stability of demand for factors of production. 

The demands of a firm or industry for two factors of production 
(14.8 above) are stable if the constant product curves, obtained from 
the given production function, are convex to the origin at all relevant 
points. The conditions for equilibrium and stability of prodiiction 
can now be examined in more general cases. 

A good X is produced with n variable factors A3, ... 

according to the production function a;=/(ai, ag, cfa, ... a^), which 
is assumed to have continuous partial derivatives of the first two 
orders : 


. dx , d^x 

/,=g- and /„= 


9a, da. 


{r and 5=1, 2, 3, ... n). 


Our first problem is, given the market prices Pz> Pn of the 

factors, to find the grouping which produces a given output x at mini- 
mum cost. We have to minimise il =(hPi + Uj jjg + a^p^ + . . . + a„Pn 
relative to /(Oi,' a^, a^, ... a„) =x. The necessary condition is 


dIT =2?! doi +pg da^ +_p3 da^ + .-.+p^ da„ = 0, 
subject to /i doi +/? da^ +/3 dag + . . . +/„ da„ = 0, 


ie Jh. 

fi /a fa fn 

There are (m- 1) equations which, with the given side relation, 
determine the equilibrium employments of the factors in terms of 
the given output and the given prices of the factors. We tb up have 
the demand for each factor and we can write 

at=f>MPi,Pa,Pa^ ...2>„) (r = l, 2, 3, ... n). 
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Taking the side relation as giving as a function of < 22 > <^ 3 ? ••• 
then, differentiating twice, we have 

/x +/3^i 4-/22 <^^2^ 4- ...+ 2/12 <31^2 -f ...= 0. 

But d^n = d {pi ddi + ^^2 dct^ + . . . dd^ —Pi 

r= - (/ll +/22 ^^2^ 4- . . . + 2f^2 <^<^2 '+’ ••• ) • 

For a minimum value of 77, we have < 72 il> 0 and 

I fxi ~^fi2 dd<^ ~^fiz ^^3 4“ • • • 4 - dcti dd^ 

■^fxz <^^^2 “f /22 4-/23 ^^2 ^^3 4" . . . 4-/2n <7^2 

4" 

+ fin 4"/2n ^^2 '^fzn 4“ • • • +fnn 

is a negative definite quadratic form subject to 

fl 4'/2 ^^2 4'/3 <7^3 4- . . . +fn da^ = 0. 

From 18.9, (2), a sufficient condition is 

0 fl /2 >0, 10 A A /3 <0 ,.... 

A fix fx 2 fx fix fl 2 flZ 

A fl2 /22 A /l2 A 2 As 

A /l3 A 3 As 

Suppose that Aj A? A^ • • • A positive and that the inequalities 

above are satisfied for all combinations of factors within a relevant 
range. Then, for dny set of outputs and prices of the factors (within 
a certain range), equilibrium is possible and the position determined 
is stable. We have the stability conditions for the demand for 
factors of production, conditions which are given as limitations on 
the form of the production function. For a production function 
satisfying the conditions, the demand functions (^,.) for the factors 
are uniquely determined and stable. If there are only three factors, 
it is easily shown that the stability conditions imply simply that 
the constant product surfaces in factor space are downward sloping 
and convex to the origin at all points, at least within a certain range. 
, ■ 

19.5 Partial elasticities of substitution. 

We require the following notations which represent certain 
features of the production function a;=/(%, ag, ^ 3 , ... a„). For any 
^ combination of the factors, define 

^rfr 

' 

I 


(r=l, 2, 3, ... n). 
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Hence, /<ri+/c2 + /c3 4-... +/c^ = l. 

At an equilibrium position, -^-fn proportional to the 

prices pi, p^, |?3, Pn of the factors* Hence, 


CirPr _ arPT 


i.e. is the proportion of total cost (i7) which is spent on the 
factor A^, 


Let 

F= 

0 

A 

A 

A 

••• A 



A 

fll 

/l2 

/l3 

/in 



A 

/l2 

/22 


••• fzn 



/« 

An 

/2n 

fzn 

• • • fnn 


and let denote the co-factor otfrs hi F {r and ^ = 1, 2, 3, n), 

%/l+^2/2+--+««/n-?'r 


Write 


F 


(r and 5 = 1, 2, 3, ... n). 


Eor any unequal values of r and 5, the value of a^s is called the 
partial elasticity of substitution of the pair of factors ^4,, and (as 
against all other factors). Its value depends on, and varies with, 
the grouping of factors employed. The interpretation of the partial 
elasticities of substitution wiU appear in the following section and it 
can be shown that they are related to the ordinary elasticity of 
substitution between two factors as defined in 13.7 above (cf. 
Examples XIX, 9). 

A number of relations exist between the values of 0-^3 for various 
values of r and 5. If each element of the first row of F is multiplied 
by the co-factor of the corresponding element of another row, then 
the sum of the products is zero (18.4 above). So 

/l-^rl+/2-^r2+/8-^r3 + »*-+/n-^rn = 0 (f = 1, 2, 3, . . . ^). 

From the definitions above, we have 


a^F ’ 


J.F 

a,F ’ 


So ^l^rl + ^20'r2 + + * • • + ^n^rn ^ ^ 

We can write this relation in the form 


^n'^rn 



(f = l, 2, 3, ... 7^). 


+ ^2<^r2 + • • • + + ^r+l<7rr-fl + . • • + f<n^rn = 

The last two inequalities of the stability conditions (19.4) imply that 
F and F^^ are of opposite sign. The same is true of F and F^^ for 
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P any value of But is proportional to the ratio of ^ 

and so 

or^^<0 (r = l, 2, 3, 

Hence, for a production function satisfying the stability conditions, 

I + + ••• +^r-lO’rr-l + ^r 4-l^rr +! + ••• 

j for any value of r (r = 1 , 2, 3, . . . n) . In any case, there are n relations 

I limiting the values that can be taken by the partial elasticities of 

I substitution for any grouping of the factors.f 

! The values of the partial elasticities of substitution can be positive 

i or negative. But the limitations above show that the positive values 

must be more numerous or important than the negative values. In 
particular, the - 1) partial elasticities of substitution between any 
one factor and the others cannot all be negative. If there are only 
, three factors and J.^), then 

^ 2 C ^12 + ^30'13>^5 ^ 1<^12 + ^3<^23>^ f<lCrj^ + K2(r23> 

It follows either that all three partial elasticities of substitution 
(^i 2 j ^13 0 * 23 ) are positive or that one of the partial elasticities is 

negative and the other two positive. 

i ^19.6 Variation of demand for factors of production. 

It is now assumed that there are constant returns to scale in the 
production of the good X, the production function x=^f{a^ Ug, . . . an) 

being linear and homogeneous with the properties set out in 18.5 
I above. Given the output (cr) and the prices pgj Psp ••• Pn) of fhe 

factors, the demands for the factors are determined by 

fi fn ’ 

and /(%, ^ 2 , ^ 3 , ... 

I The average cost of the output ^ is 

X X X ' 

since %/i + C& 2/2 d ^ 3/3 + • • • + anfn =xhy Euler’s Theorem. Further, 

* The order in which the factors are enumerated is immaterial ; we can 
f take the factor last just as well as the factor An- 

f The other conditions of stability give rise to further limitations on the 
partial elasticities of substitution. 
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if the output Taries wMle the prices of the factors remain fixed, the 
marginal cost at the output x is 


dTI ^ doi da^ 

dx dx dx 


dao 


da„ 

dx 



smceA^+/,^'+/ 3 ^® + ...+/„^=l from the production func- 

tion. Average cost and marginal cost are equal and, therefore, 
constant for aU outputs. 

Extending the problem of 14.8 above, it is assumed that X is sold 
on a competitive market at a price p equal to the constant average 


cost. Then the common equilibrium value of 
equal to p, i.e. 

Pr^Pfr (r = l, 2, 3, ... n), 


^ 2l 

A’// /a/ 


Pn 

’fn 


IS 


■which, is the law of “ marginal productivity Let the demand of 

u dx 

the market for X be given by x = ^{p) with elasticity 0 ^= . 

Then the position of competitive equihbrium is described by “ ^ 

/(%, Ua, £*3, ...a„) = ^i(p), 


and 


fl /a /s ■■■ fn ^ 


These equations determine the values of a^, a^, Ug, ... a„ and p in 
terms of the given prices of the factors. The output x=<f>{p) and 
the total cost n=xp=aiPi+a^p 2 + asPs + ...+a„pn are also given 
in similar terms. 

The demands of the competitive market for the factors are deter- 
mined, by the equilibrium conditions, as functions of the prices of 
the factors. Let one of these prices (p^) vary while aU the other 
prices remain fixed. The resulting variations m the demands for 
the factors are then to be found by differentiating the equilibrium 
equations (which hold for any prices of the factors) with respect 
tojJi. Fvomf{ai,a^,a2,...a„)^<l>{p), 


X 
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¥Tom pf^=p^, ... pf„=p„, 


Hence 


f(^^P\4.f ^“ 84 - 4.f 

, /I 973\ „ da-, „ 5a, „ 5a„ „ 


•'“WW ^”9pi ■^””9^>x~ 

jP stands for the determinant already written (19.5 above) and 
Fc is the co-factor of the element 0 in J’. Further, F^s and F^^g 
denote the co-factors of the element f^g in F and F^ respectively 
(r and s = l, 2, 3, ... n). Then, by 18.5 and 19.5, 


Fo = 0, F„=^FKga,g = '^FKrarg, Fora=-~^. 
Js Jr 


y — V,, .* ^ 3 — j, ^ ''^s^rs — j* * •'•r'^rsj - ors — ^2 ’ 

where a^s is the partial elasticity of substitution of and and 

^rfr f^rPr 

is the proportion of total cost (=total receipts) spent on -4^. 

Using the determinant notation (18.6 above) to solve the linear 
Bd 

equations above for , we find 

m 


XT) 0 /a ... /„ 

^Pi . 1 . . 

J1 p Jl2 ••• Jin 

fs ® /aa ••• Sin 

fn 0 /an ... fnn 


Xrj 

A 

f% 

fn 

fi 

fn 

/l2 

••• fin 

/a 

fiz 

/22 

••• f^n 

fn 

fin 

fin 

■•■ fnn 
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With the aid of 18.3, (5), the numerator can be written 


1 

XT} 

A 

••• A 


0 

A 

-A 


XTj 

A 

-A 

p 

A 

fn 

An 

P V 

A 

fn 

An 


0 

fn 

••• An 


A 

An 

•** fnn 


A 

f^n 

••• fnn 


0 

f^n - 

fnn 




^i/i 

X 


r,): 


‘ Pi 




since and «ri = 

0 fi U 
fi fn As 

A Aa As 


<hPi 

xp 


The denominator equals 


lA An 

Hence, 


A) 


A 

+ 

XT] 

A 

A 

A 

=E+xr]F„=F 

fin 


0 

fn 

fn 

fin 


An 


0 

fl2 

A 2 ••• 

f^n 


fnn 


0 

fin 

An • ' • 

fnn 



»! , 




i.e. 


EaiPidai_ 




Proceeding in exactly the same way, we find 
Ea^jp^da^ 

Epi a^dpi 

and similar results for the demands for other factors. 

The results, though expressed in terms of variations in the price 
Pi, are clearly quite general. We can, in fact, write one formula to 
express the effect of a change in the price of any factor on the demand 
for any factor : 

Eas_Prdas 
Epr a,dpr 

These expressions for the partial elasticities of demand for the 
factors are of the same form qs those obtained in the case of two 
factors (14.8 above). Their interpretation proceeds as before but 
some new conclusions are now reached. If the market price of one 
factor rises, then the demand for this or any other factor is affected 
in two ways. Firstly, the cost of production is now higher and the 
product dearer. For a decreasing demand law (t? > 0), the amount of 
the product sold is less and there is an all-round and proportional 
decrease m the demand for the factors. This effect is shown by the 


^Kfiors-v) (»■ and 5 = 1, 2, 3, ... »). 


■I 
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negative term wMch appears in each of the elasticities of 

demand with respect to the price of A 5.. Abstracting from this effect, 
the factor A,, is now relatively more expensive than other factors 
and it pays to substitute other factors for A,, in production. The 
demand for Ay. thus decreases on accoimt of substitution, as shown 


by the negative term 


(K^CTrr) 


Sa,, 

Ep/ 


(By 19.5 above, is negative 


for stable demands.) The effect on the demand for one of the other 


factors is more complex but the net result (on the demand for A^) 


is shown by the term in 


Ea, 

Ep/ 


There are two cases : 


(1) If o-,.s>0, then the demand for A^ increases on account of 
substitution ; the factor Ag takes part in the replacement of A,, in 
production. In this case, the factor Ag is said to be competitive 
with the factor A,, at the grouping of factors considered. 


(2) If cTyg < 0, then substitution results in a decrease in the demand 
for Ag ; the factor Ag, like the factor has been partly replaced 
by other factors in production. Here, the factors and Ag are 
said to be complementary at the grouping considered. 

The sign of <7y.g, therefore, indicates whether Ay. and Ag are com- 
petitive or complementary factors. From the limitations described 
in 19.5, we see that competition between factors is, on the whole, 
more general than complementarity. One factor, in any case, cannot 
be complementary with all other factors. Where there are only 
three factors, for example, either all factors are competitive with 
each other or one pair of the factors is complementary while the 
other two pairs are competitive. 


^19.7 The demand for consumers’ goods (integrability case). 

We haye considered (14.9 above) the demands of a consumer with 
a given income when there are two goods obtainable on a market at 
given prices. The demands are stable if the indifference curves of 
the consumer are downward sloping and convex to the origin at all 
relevant points. In extending the analysis to the general case where 
there are more than two goods available, we assume first that the 
scale of preferences of the consumer can be represented by an in- 
difference map and a utility function. Complications relating to 
‘'integrability” are dehberately avoided in this first approach. 


i 

f 
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If there are n goods X^, X3, ... X^, let one form of the utility 
function of the consumer be 

^^3, ... X^) 

with continuous partial derivatives of the first two orders : 

md #„=^_ (rmd»=I,2,3,...»). 

The consumer has a given income /a and can purchase the goods at 
given market prices, p^, p^, p^, ... Pn- He makes his purchases so 
that u has a maximum value subject to the condition expressing the 
fact that he must balance his budget : 

rciPi +x^z + XsP» + ...+ x„p„ = /A. 

Since each utility function increases and decreases vuth any other, 
a maximum of « corresponds to a maximum of any form of the 
utility function and our results are thus independent of the fact that 
utility is not a measurable concept. The necessary condition for the 
maximum value of u we seek is 

du = (j>idx-^ + + <j>3dx^ + ... +(^„da;„=0, 

subject to Pi dxy + p^ dx^ +P3 dx^ + . . . +p„ da:„ = 0, 

ie il — il — il— 

Pi P 2 Pz ■■■ Pn 

These (w- 1) equations, with the given side relation, determine the 
equilibrium purchases of the consumer in terms of his given income 
and the given prices, i.e. the consumer’s demands as functions of 
P'} Pi} Pii Pzr Pn‘ 

The condition of “ budget balance ” gives x^ as a linear function 
of the other purchases and so d'hoi = (i. It follows that a sufficient 
condition for maximum u is that 

d^% ~ <l>ii dx^ + ^12 dxi dx^ + ^3 dxi^ dx^ + . . . + dajj dx„ 

+ ^12 dx^ + ^22 dxj® + ^23 dx^ dx^ + ... + dx^ dx^ 

+ 

+ 4’ln dXi dx^ + <j> 2 n dx^ dx„ + dXs da;„ + , . . + <f>nn dXn^ 

is a negative definite quadratic form subject to 

Pidxj_+p^dx^+P3dx3 + ...+p„dx^ = 0, 

<f>tdxi + <f>^dx^ + (f>idx3 + ...+^„dx^=0, 

(using the necessary conditions). 


i.e. to 
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Hence, by 18.9, (2), 

0 <j>2 > 0 , 0 <f>i ^2 ^3 < 0 , ... . 

^11 ^12 i>n ^2 ^3 

^2 4 i 2 ^22 ^2 ^12 ^22 ^23 

^3 <5^13 <^23 ^33 

The equilibrium position and the demand functions are stable for 
any income and market prices if ^ 3 , positive and if 

the determinant inequalities above are satisfied for all purchases of 
the consumer, at least within a relevant range. These stability 
conditions, it should be noticed, are limitations on the form of the 
utility function. When there are only three goods, the conditions 
imply that the indifference surfaces of the consumer are downward 
sloping and convex to the origin at all points, i.e. the normal ’^ 
form of the indifference map is sufficient for stability of demand. 

The stability conditions appear in a form which involves a parti- 
cular utility function (f , and it is not clear that they are independent 
of the non-measurable character of utility. We can, however, trans- 
late the conditions so that they involve only the marginal rates of 
substitution between the goods (16.8 above). The ratios 


express the marginal rates of substitution of Xi for Xg, Xg, ... X,j 
respectively. The necessary conditions for equilibrium show that 
these ratios are equal to the corresponding ratios of market prices, 
i.e. the equilibrium purchases of the consumer are such that each 
marginal rate of substitution equals’ the ratio of the prices of the 
goods concerned. Now 

^ _ 4 ^ 12^1 "" *^ 11^2 ^ f 4 ^ _ ^ 22<^1 4 ^ 12^2 

^ 4^r ’ ’ 

and similarly for the partial derivatives of the other marginal rates 
of substitution. The determinant inequalities of the stability con- 
ditions, using these results, can be reduced to 


±(h] ±(&) 

dxi \<j>J dx^, \(f>J 




a 

(M 

-^1 


d 

(<!>. 

dXi 




9*3 


d 

(M 

-^1 


9 

{<I>B 

dxx 

\<f>J 

9*2 


9*3 
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The stability conditions thus involve only the marginal rates of 
substitution and are independent of the actual form chosen for the 
utility function. 

Exactly as in 19.5 above, we define 

/-r "h ^2^*2 “h « » . H” ^rs 

X^Xg , 0 

(r and <s = l, 2, 3, 


■■ f 1 .III - - ■■ and ^fs ~ 

X^tpi + ^^2^2 ■+■••• 4“ i^nrn 


where 0 ^^ is the co-factor of ^rs the determinant 


0 = 


9 ^2 ^3 ••• 4^n 

^11 9^12 * • * ^in 

^2 ^12 ^22 ^23 *•* ‘ 5 ^ 2n 




, . . 


At the equilibrium position, represents the proportion of total 
expenditure + ••• +XnPn) which is spent on the good 

The value of a^s is defined as the partial elasticity of subsfikitioji 
of the pair of goods and m consumption. 

The demand of the consumer for each good is defined as a function 
of y, Pi, P 2 j Vzi • • • Vn by the conditions 

= =^=A 

Pi P% Ps Pn 

and XjP^-i‘X2Pz+X^P^±.,.+X^P^=::fJL. 

The parameter A (dependent only on y, p^, p^, ^> 3 , ... p^) is introduced 
for convenience and often described as the '' marginal utility of 
money Eollowmg the method of 19.6 above, these equations can 
be differentiated with respect to p, or to one of the prices to give the 
variations of demand for any good : 

Exg adXg T Exg PrSXg , , , ^ 

= and " (r and 5 = 1, 2, 3, ... n). 

EfM Xg By Epr Xgdp^ ^ 55 ? / 

It is fotmd (see Examples XIX, 17 and 18) that 
Ex s ( Exf\ , T 

^ = f<r = ••• 

It follows that the demand for each good is affected in two ways 
by an increase in the price of any one good (X,.). Since the money 
iacome of the consumer is fixed, the increase in the price results in a 
lower real income and causes a change (usually a decrease) in the 
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( Mx \ 

- I in the 

expression for , Further, the good is now relatively more 

expensive than other goods and the consumer proceeds to substitute 
other goods for in consumption. The demand for X,. is thus 
decreased, as shown by the negative term (/CrO'rr) expression 

JElx 

for . (The value of is negative by the stability conditions.) 

The effect of substitution on the demand for one of the other goods 
' » Ex 

(Xg) is represented by the term (/Cj.< 7 ,.s) in . The consumption of 

E'Pr 

Xs increases or decreases on account of substitution according as 
this term is positive or negative. Hence, Xy and X^ are competitive 
in consumption if o-,,s>0 and complementary if o*^s<0. As in the 
production problem, the stability conditions impose limitations on 
the values of {r and s = l, 2, 3, ... n) which imply that the com- 
petitive relations between the goods outweigh, on the whole, the 
complementary relations.* 

19.8 Demands for three consumers* goods (general case). 

In generalising the results of the previous section, we must assume 
that the preference scale of the consumer is defined, not by a utility 
function and a complete indifference map, but only by the marginal 
rates of substitution between the various goods at different levels of 
consumption. To simplify the exposition, we take the case where 
there are three goods X, Y and Z and make use of the notation and 
results of 16.8 above. Each possible set of purchases of the con- , 
sumer is represented by a point {x, y, z) in space referred to axes 

* We have given here definitions of competitive and complementary goods 
which are more strict than those previously suggested (12.6 above). On the 

Esc EJx 

old definition, X^ and Xg are competitive goods if and ' are both 
Ex f Ex \ 

positive. From ( Vrs “ definition (cr^g > 0) 

EPr ^ Ex Ex 

usually implies the same thing. But one or both of and can be 

Ex Ex . ^Ps 

negative if or is positive and greater than cr^g, i.e. if the effect on 

demand via changes in real income is stronger than the substitution effect. 
Similarly, the two definitions of complementarity are roughly, but not exactly, 
in agreement. 


M.A. 
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Ox, Oy md Oz. The preference scale of the consumer is then 
described by an indifference plane dx + Bidy + M 2 dz = 0 at any given 
point of space. Here, jRx and are given functions of a;, y and ^ 
(the purchases of the consumer) which express the marginal rates 
of substitution of X for Y and Z respectively. The functions are 
assumed to have continuous partial derivatives. The differential 
equation of the indifference plane is not necessarily integrable and 
we are not at liberty to assume that a utility function or a complete 
system of indifference surfaces exists. 

With given market prices, py and p^, of the goods and a given 
income /X, the purchases of the consumer must conform to the con- 
dition of budget balance ” + variations 

in the purchases from an established set (x, y, 2 :) must satisfy 

p^dx~^pydy+p^dz:=^0. 

If the purchases of Y and Z are increased by dy and dz respectively, 
the necessary decrease in the purchase of X is 

{-dx)j^=^'^dy-V^ dz, 

Px Px 

The indifference equation shows that the co7npensatmg decrease is 

( ~ dx)c=Bi dy + JJg dz. 

If the necessary decrease is less than the compensating decrease, 
then the consumer tends to increase his purchases of Y and Z as 
indicated. Conversely, if the necessary decrease is greater tlian the 
compensating decrease, the consumer will tend to decrease his pur- 
, chases of Y ond Z, In fact, equilibrium of consumers choice is 
only possible if the necessary and compensating decreases are equal 
for all values of dy and dz. Hence, the necessary conditions for 
equilibrium are 

and J? 3 =— 

Px ^ p. 

and the marginal rates of substitution, as before, are equal to ratios 
of the market prices. 

To examine the stability of demand, we suppose that increases 
dy and dz in the purchases of T and have been made from 
the equilibrium position, together with the necessary decrease 
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dy -h ~ in the purchase of X, The new values of the marginal 

rates of substitution are approximately and 

where 


dR^J^dx + ^-^dyV-Pdz and dR^=-pdx + '^dy + '^-pdz. 
dx dy ^ dz dx dv ^ dz 




Suppose^ now, that an exactly similar change from the new purchases 
is contemplated. The necessary decrease in the purchase of X is 

{ - dx)j ^ = — dy-\-'^ dz, 

Px Px 

but the compensating decrease in X is now 

( - dx)c = (Bi + dBi) dy + {B^ + dz. 

The original purchases are stable provided that this second change 
will not be made, i.e. provided that the compensating decrease in X 
is less than the necessary decrease : 

(i?i + dB^) dy + (iJg + dB^) dz<^ dy+^dz=:Bi dy -\- B^ dz, 

Px Px 

i.e. dB^dy ’^•dB^.dzKO, 

where the variations in purchases are related 

dx +P 5 / dy+Pzdz=^0 or dx +Bidy-h dz = 0 , 
using the necessary conditions. Substituting for dB^^ and dB^, 

dR, , , dR. , , dR^ , , dR^. , /3i?2 dR^. , ^ 

^dy>+~d^’+-^dxds + -^d,:iz+[-^ + -g^}dyi.<0, 

' , „ 1 aii, , , idR^, 

i.e. 0dx- + -^^dxdy+-^^dxdz 

13a,, 3 J!, , , 1 IdB, dEA , , 


. , , 1 /dB, SBA, , 32j , , 

j‘**'*+ir* 


must be a negative definite quadratic form, subject to 

dx-\‘Ridy’\-B^dz^Q. ^ 
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Hence, from 18.9, (2), 

D = \ 0. 1 B, |>0, 


1 ^ IdJ^ 

2 dx 2 dz 

I dB^ 1 gjBA 

^ 2 9a: dy 2 \ dy dz J 

1^2 1 /^ ^2 

^ 2 dz 2 \ dy ^ dz J dz 

The demands of the consumer, given by the necessary conditions, 
are stable for all prices and incomes if and B^ are positive and if 
D > 0 and J < 0 for all purchases. These are the general stability 
conditions. Since an indifference map need not exist, the conditions 
caimot be interpreted as before. 

A certain simplification can be made : 


dBi dBi 


D= - 

1 

B, 

+ Ml 

1 

B, 


19i?i 

dBi 


0 

IdB^ 


2 dz 

dy 


2 dx 


dy 2 ^ dz 2 ^ dz 


Further, write 


1 

B, 

i?2 

dRi 

dB^ 

dRi 

dx 

dy 

dz 

dj^ 

dBz 

dR^ 

dx 

dy 

dz 


By manipulation or expansion of the determinants, it can be shown 
that 

dz 




where 


PROBLEMS OF' MAXIMUM AND mNIMUM VALUES 
The stability conditions {D > 0 and J < 0) thus reduce to 
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1 

dx 


R, 

By 


<0 and 


1 


. Rs 

BR^ 

dR^ 

0i?i 

Bx 

dy 

dz 

BR^ 

dRi 

dR^ 

Bx 

dy 

dz 


>A2. 


These conditions are very similar to those of the integrability case 
but the third-order determinant shown must not only be positive but 
also greater than a certain positive amount A^. The conditions of 
the integrability case must still hold but they are only necessary, 
and not sufficient, for stability. Notice that the integrability con- 
dition (16,8 above) is simply A = 0 and that the general stability 
conditions then reduce to those previously witten. 

The demand of the consumer for each of the three goods is deter- 
mined, as a function of /X, and by the conditions : 


^2=^ and xp^ + ypy + zp^^ij,. 

Px Px 

This is true of ah cases. In the special integrability case, the forms 
assumed by the marginal rates of substitution and by the stability 
conditions are simpler than in the general case. The results (19.7 
above) relating to the variations of demand and the partial elas- 
ticities of substitution hold only in the simpler case and need 
modification when we pass to the general case. In particular, the 
distinction between goods which are competitive and goods which 
are complementary in consumption is found to be less clear-cut in 
the general than in the special case.* 


EXAJVIPLES XIX 

General maximum and minimum problems 

1. Show that u^x'^ + + z'^ + xy has a minimum value at a? == 2 / = = 0. 

2. Show that u^x^-^y^ + xyz has minimum values at all points where 
a; = 2 / := 0 and 2 numerically. 

3. Xi u^xA-y + xz-x^ -^y ^^ show that has a single stationary value 
which corresponds to a saddle point. 

* An analysis of the competitive and complementary relations between 
goods and of the variations of demand in the general case are given by Hicks 
and Allen, A Eeconsideration of the Theory of Value ^ Eeonomica, 1934. 
The stability conditions given in this article are not fully expressed and the 
present development can be taken as replacing the earlier work. 
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4. Show that u = ^xyz, subject to a; + t/+j3==3a/ has a maximum value 
(u-a) when x = y—z = a. Deduce that the geometric mean between three 
positive quantities is always less than the arithmetic mean except in the case 
where the quantities are equal* Generalise the result to apply to any number 
of quantities. 

5. Find the shortest distance from the origin of co-ordinates to any point 
on the surface xyz = a in the positive quadrant. 

6. If a is a positive constant, show that the maximum value of 

u — a{a-x)(a--y)(a~’Z) 

relative to a? 4- y + s = 2 q 5 occurs where x, y and z are each equal to fa. Inter- 
pret this result in the light of the fact that the area of a triangle with sides 
X, y and z is given hj ^a{a-x) (a- y) (a - z)^ where 2a is the perimeter. 


Economic maximum and minimum problems 

7, A monopolist produces three goods X^, and X^. The total cost of 
outputs x^, x^ and x^ of the three goods is 4 oc^x^ 4 where ccg and 
(Xg are constants. The monopolist charges prices and p^ and the demands 
of his market are 

iCo = Xqq — {Pi oci) ■“ *^ 2 ) ““ ^^23 (Pa ““ ^ 3 )* 

^3 ~ ^30 — ^13 (^^1 %) ■“ %3 ( 5^2 “ 2 ) ■“ ^33 iPa "* ^li)f 

where x^q, x,^^ and the a’s are given constants. Find the prices the mono- 
polist must charge for maximum joint revenue and show that the following 
conditions must be satisfied by the a’s : 


«11 


>0 and 

<^ii 

«12 



(^22 


a, 3 

22 






^'23 

«33 


Extend the results of 14.4 above. 


8. Find the conditions under which the equilibrium of the general problem 
of 14,5 above is stable, expressing them in terms of the partial derivatives of 
the production function a;=/(a, 6, t), 

9. A good X is produced with three variable factors according to the 
production function a; =/(ap a^, a^). Show that cr^a (as defined in 19.5 above) 
is a negative multiple of the ratio 



where the differentials apply to a variation of the factors 4i and Ag (the 
factor A3 being held constant) so that product is unchanged. Express this 
result in terms of an elasticity of substitution of the kind defined in 13.7 above. 


10. Three factors are obtainable at given prices, p^, p^ and p^. When 
amoun ts g^, and of the factors are employed, the output of a good X is 
x:=^A^a^a^a^. The good is sold at the competitive price p on a market with 
demand law x = Bp"®. Find the amounts of the factors demanded in terms 
of P3 and pg. By difierentiation, show that 


Ea^ 

EPy 


'—(a 4 2), 





I 




4 
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11. For the production function of the previous example, show that the 
demands for the factors are stable and verify that the partial elasticities of 
substitution are all equal to unity. Hence use the results of the previous 
example to check the formulae of 19.6. 

12. A good X is produced with n factors of production, the production 

function, x=f{a^, a^, ... a^), being of, any given form. The equations 


jf j f —X and /(Uj, ... a^) ~x 

J 1 J 2 J 2 J n 

give the demands for the factors in terms of the given orrtput (x) and the given 
prices (Pi> P 2 f •••Pn) factors. By' diSerentiating these' equations, 

show that the variations of the demands are given by 

(s=l,2. 3, ...n) 


and a^, a ^, ... a^) = 4{p) 


when output varies (prices of the factors fixed), and by 

Bag Prda. v 

when the price of one factor varies (output and prices of other factors fixed): 
Here, Fg is the co-factor of fg in the determinant F and a:^ and a^g have the 
meanings of 19.5. Interpret the second results in terms of the competitive 
and complementary relations between the factors. 

13. A monopolist sells a good X at a price p on sl market with demand law 

x=:(f>{p) and fixes output so that net revenue is a maximum (i.e. so that 
marginal revenue equals marginal cost). He uses n factors of production, 
obtainable at given prices {pi^p^^iPz^ •-Pn)> prpduction function, 

^ 2 » linear and homogeneous. Show that the price and 

the amounts of the factors employed are given by 

P^ = ~ = ~=...=^=p(l--') and f[a^,a^,a^,...a„) = <l>{p) 

«/l%/2v3 J Tl ^ 

where tj is the elasticity of the demand for the good. 

14. In the problem of the previous example, the price of the factor is 
varied while the prices of other factors are fixed. Differentiate the equilibrium 
equations and show that 

h 7“! ('•=1. 2, 3, ...n) 

Epi a^dp^ M ^ , P dyY 

[ ifjiri ~ l)dp) 

where and have the meanings of 19.5. Deduce that, in the normal case 
where r]>l and ^>0, a fall in the price of increases the demand for each 
factor less in this monopoly case than in the case of competition (19.6 above). 

15. A consumer has a given income (/a) and can buy three goods at given 

prices (p^, p^ and pg). One form of his utility function isu = where 

a^, ag and 0^3 are positive constarits. Find the demand of the consumer for 
each good in terms of jn, p^, p^ and Pg, and show that 

Ex^ _ 

’ Ep^~ ’ Ep~Epg~~ ’ 
with similar results for the other two goods. 


Ep^ a^0p,' 


(r=:l, 2, 3, ...n) 


520 I^THEM^ ANALYSIS FOB ECONOMISTS 

16. Show that the utility function of the previous exaxnple satisfies the 
stability conditions and gives partial elasticities of substitution which are all 
unity. Use the results of the previous example to verify, in this case, that the 
general formulae of 19.7 hold. 

17. The equilibrium equations of 19.7 give the demands of a consumer as 
functions of his income (ju) and of the prices (p^, p^ Pg, ... p^) of the n goods 
obtainable. If income varies while prices remain fixed, differentiate the 
equations with respect to ja and show that 

^2 h . • . -f 2 3 , fl) 

Efi Xj, dji Xy, 0 

where the utility function and the notation of 19.7 is adopted. 


18. In the problem of the previous example, the price of the good varies 
while income and the other prices remain given. By differentiating the 
equilibrium equations with respect to show that 


Fpi Xy,dpi •-ly'ir v 

where and o-jy have the meanings defined in 19.7. 


19. The scale of preferences of a consumer for n goods is defined by the 
differential equation 


(otj + dxj^ + (a^ + ag^^x^) dx^-h...-¥ ^ 

where Xj^j x^, x^, . . , represent any set of purchases made by the consumer 
and where the a’s are constants. Show that a utility function exists and 
verify that the demands of the consumer are stable, provided that a^g, 
agg, . . . are all negative. Find the demand for each good as a function of 

the given income of the consumer and of the given market prices. Sliow that 
the demand depends linearly on the income (prices fixed) and is a ratio of 
quadratic expressions in the prices (income fixed). 


20. A firm with given resources (labour, plant, raw materials, etc.) produces 

n goods and its outputs of the various goods are related by a transformation 
function F{Xj^, x^, ... a;^) = 0. The goods are sold at given market prices, 

Pa* Pw» ^iid the firm fixes the outputs to maximise its revenue 
+.i; 2 P 2 4- ... +a?„p„. Find equations giving the amount of each good 
supplied as a fimction of all the market prices. Under what conditions is the 
supply stable ? How can partial elasticities of substitution between the goods 
in production be defined and used to describe the variations of supply of 
different goods as the market price of one good changes? 

21. Extend the analysis of the demand of an individual for loans (14.9 

above) to the case where £ 0 ?^, £x^, ... are incomes obtained in n 

successive years, related by a transformation function F(Xi, ccg, Xg, ... = 

Assume that the individual has a utility function for incomes which can be 
written tz=^(a?p ... a?^) and that the rate of interest is lOOq per cent, 

from the first to the second year, lOOr, per cent, from the second to the third 
year, and so on. 



CHAPTER XX 

SOME PROBLEMS IN THE CALCULUS OF VARIATIONS 


20.1 The general theory of functionals. 

We have been concerned so far with the theory of functions of a 
finite number of variables, wifh the variations of quantities depend- 
ing on one or more other quantities. There remains for brief con- 
sideration an extension of the analysis, opening up many new fields 
of application, which takes a quantity as dependent not upon a 
finite set of other quantities but upon one or more variable functions. 
In the simplest case, a variable quantity u is defined as taking 
its value from the form assumed by a function x = To each 

function (f) (t) there corresponds a definite value of % and as the form 
of the function is changed so is the value of u. The dependence of u 
upon f> (t) is called afunctional and written u=^F{j>}. The functional 
symbol F is to be regarded in a manner analogous to the ordinary 
symbol for a function. It is essential, however, that the functional 
u^F{^} should not be confused with the function of a function 
u—F{ 4 >{t)}. The latter assumes that <f>{t) is a given function of t 
and hence that u is also a definite function of t. The former takes fy 
as a variable function, the functional F associating one value of u 
with each whole function fy. The variable t does not itself appear, 
in the determination of u in the functional relation.* 

In diagrammatic terms, the variable function x = ^{t) is shown 
by a variable curve C in the plane Oxt. As the form of the function 
changes (9^1, 9^2? •••)? curve C shifts and takes up different 

positions and shapes (C^, C2, U3, ...). If ^ is a functional of <f>, then 
its value depends on the particular position taken by the curve C, 

. More generally, u may be a functional of several variable functions 
x= (l>{t)f y=tls{t), z = x{^)^ write u = F{<f>, tjjf x, ...}. Further, the 

functions i/r, x» * • • may be functions of several variable® instead of one 
variable i only. For the general theory of functionals, see Volterra, Theory of 
Functionals (English Ed, 1931). 
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and to the series of positions (Cj, 0^, C 3 , ...) there corresponds a 
series of definite value of u (%, M 3 , ...)• example. Fig. 103 

shows five positions of a curve limited to pass through two fixed 
end-points A and B and there will be five corresponding values of u. 

An example of a functional can be taken from quite simple 
economic theory. Each member of a competitive group of firms 
producing a good X with known cost functions fixes that output {x) 
which makes marginal cost equal to the given market price (p) of 



the good. Further, the output fixed by the firm varies when 
different market prices are given. A stipply ftmdion, x—f (p), can 
thus be defined for each firm. But if the firm has monopoly control 
and fixes output and price subject only to certain demand conditions, 
then the output is such that marginal cost equals marginal revenue. 
If the marginal revenue curve is given (given demand conditions 
and given prices of all other goods), there corresponds one definite 
monopoly output x„. As the marginal revenue curve shifts in position 
(changing demand conditions or varying prices of other goods), the 
monopoly output is determined afresh and varies in value. • The 
monopoly output depends on the form of the marginal revenue 
function (f>{x) and we have the supply functional x^=F{<f}* 

The step from functions to functionals can be regarded as another 
instance of the step from the finite to the infinite so characteristic 
* See Schneider, Theorie der Froduktion (1934), p. 74. 
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of mathematical analysis. If ... x^) is a function of a 

finite number (??.) of variables, we can increase n indefinitely by the 
introduction of more and more variables. The function ti then tends 
to involve an infinite number of variables. But this is just what is 
implied by saying that u depends upon the form of a variable 
function x = The function, in fact, comprises an infinite 

number of particular values x^, •••) and u depends, in 

the functional notion, on the whole of this infinite set of values. 
The functional u^F{<f)} implies that u depends on the infinity of 
values making up the function = 

20.2 The calculus of variations. 

The most important and frequent case of a functional u =^F{<f)} 
occurs when the form of F appears as an integral. Suppose that 
f{t) is a function changing in form BjB ^ {t) changes. Write 



where and ti are certain limits of integration. Then the value 
of u depends on what particular form we take for ^ {t) and hence for 
f{t), i.e. u is a functional of the variable function <f>. The problem 
that usually arises is to determine that function ({> which makes u a 
maximum or a minimum. The analysis of this problem is termed 
the calculus of variations, one branch of the much wider theory of 
functionals.* Many problems of importance in the varied applica- 
tions of mathematical analysis are found to relate to the calculus 
of variations. Two examples will illustrate this fact : 

Ex. 1. The 'problem of the surface of revolution of minimum area. 

A problem arising early in the development of the calculus of variations 
is that of determining that curve of all curves joining two fixed points 
A and B on the same side of a given line L which forms a surface of the 
smallest area when revolved about the line L. Axes. Oxt are fixed in any 
way so that Ot lies along L and so that the fixed points have co-ordinates 
A{tQ, ;ro) and B{t^, which are all positive and h>^o* If ^ is any 
curve lying above Ot and joining A and B, then it can be shown that the 

Most text-books on advanced mathematical analysis include an account 
of the calculus of variations. See, for example, Courant, Differential and 
Integral Calculus^ Mol. II (English Ed, 1936), Chapter VII ; Osgood, Advanced 
(1926), Chapter XVII ; de la ValM© Poussin, Cours d"" analyse infini- 
«^imaZe, VoL II (1925), Chapter X. 
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irea of the surface formed by revolving the curve about Ot is propor- 
tional to 




/dx 


dt. 


Here is a functional of the variable function and we seek that function 
(subject to the limitations indicated) which makes ti a minimum. 

Ex. 2. The brachistochrone problem of John BernouilU. 

One of the first problems in the calculus of variations, posed by John 
Bernouilli in 1696, is to fix a curve joining two given points 0 and A so 

that the time taken by a particle to 
shde under gravity along the curve 
from 0 to is least. Axes Oxt are 
chosen, as shovm in Fig. 104, with 
origin at the given point 0 and with 
Ox drawn vertically downwards. Let 
A have co-ordinates which 

are both positive. If x = is the 
equation of any curve joining 0 to 
A so that ^(0)«0 and then 

it can be shown that the time taken 
by a particle to slide under gravity 



Fia. 104. 


from 0 to A is proportional to 


■rvM 

Jo ' a: i 


/dxV^] j 

I 


Here, again, ti is a functional dependent on the form a.ssumed by tlie 
variable function ^ and we seek that form of cf) which corresponds to the 
minimum value of u. 


20.3 The method of the calculus of variations. 

Two important preliminary points must be considered in devising 
practical methods of solving problems in the calculus of variations. 
The first point concerns what can be called boundary conditions. 
The problem to be solved is usually framed so that only certain 
arcs of the variable curve in the plane Oxt are needed, 

definite conditions being imposed upon the points which mark the 
ends of the arcs. In the most frequent case, the conditions are that 
the arcs should start and finish at two fixed 'points A and B in the 
plane. The boundary conditions, in such a case, impose limitations 
on the field of possible variation of the curve rr = ^ (t) and we have 
to consider, in fact, only those curves which can be drawn from 
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A to B, This is so in the two problems instanced above and it is 
illustrated by Pig. 103. In analytical terms, the function 
can only be selected provided that 
^(^o)=^o and 

where A{tQ, Xq) and B{ti, %) are the two fixed end-points. Other 
boundary conditions may be imposed in less usual cases. It may be 
given, for example, that the variable curve x = (f){t) should join two 
points P and Q which lie one on each of two given curves in the 
plane Oxt, Here, we have the boundary conditions ^(^o)=^o where 
(^o> ^o) are the co-ordinates of P and satisfy some given relation 
^q) = 0 ; and similarly for the co-ordinates {t^, %) of Q. 

Even when the boundary conditions are taken into account, the 
field of possible variation of the function is so large that 

analysis of the problem is practically impossible and it becomes 
essential to limit the field of variation by some further device. An 
obvious step is to take only those functions, satisfymg the boundary 
conditions, which are continuous and possess continuous derivatives 
up to any desired order. Further, the field can be more severely 
limited by taking functions only of a particular type or curves of a 
particular class. We may take, for example, only functions of the 
quadratic type represented by parabolas with vertical axis. We 
know that a function type or curve class can be represented by a 
relation involving certain parameters a, y, ; the larger the 
number of the parameters the more general is the function type or 
curve class. The result of this hmitation on the field of the variable 
function is to replace the function x = ^{t) of variable form by 

•••)> 

where </> is now of fixed form and the variation of the function is 
replaced by the variation of the parameters involved. 

It is important to appreciate the nature of the step now taken. 
We have given up the consideration of any comprehensive variation 
in the function x = ^{t) and have limited ourselves to a more re- 
stricted variation described by parameters in a function of fixed 
form. If the parameters are few in number, the restriction is very 
severe. For example, using only three parameters, we may write 

so that our variable curve is limited to the class of parabolas with 
their axes vertical (parallel to Ox) But, by taking more and more 
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parameters, we can make the field of variation of our function type 
more and more general. If a sufficiently large (but finite) number 
of parameters is selected, the restricted field of variation can be 
made to differ in few important respects from the complete field • we 
simply esclude from the latter the more unusual kinds of functions. 
The problem to be solved is now greatly simplified. We seek the 

extreme values of where f(t) depends on the variable 

function x = Limiting the latter in the way indicated, the 
expression to be integrated becomes/(< ; «, p, y, ...) where «, 8, y 
are parameters and where the form of the function / is fixed ’ It 
follows that the value of the integral « depends only on the para- 
me ers ... and we require its maximum or minimum value 

for afi vanations in the parameters aUowed by the boundary con- 
1 ions. The problem of the calculus of variations is thus reduced 
to a problem of extreme values of an ordinary function of several 
variables a, y, ... . Functionals are changed back into functions 
and we proceed on famihar lines.* The extent to which the simplified 
problem approximates to the original one depends on the number of 
parameters we care to take. The most important thing about the 
analysis which foUows is that it is quite independent of how many 
pammeters there are, provided only that their number is finite 
he solution we obtam is not perfectly general but it provides an 
approximation sufficient for aU practical pm’poses. 

20.4 Solution of the simplest problem. 

The^ function f{t), which gives the variable u on integration 
epends m some definite way upon the variable function x==,f>(t) 
The dependence usually includes, not only ^ itself, but also the 
anous denvatives of <f>. Of the many possible eases, only the 

vSk rfn theT^T^^ ^l^«™/(rdepends on tL 

variable t, on the function and on the first derivative ^'(i) • 


^ 


regarded^S^a^Ccton w 
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This is a funetion of ^ given in the function of functions form. But, 
since the function included is of variable form, the form of the 
function / to be integrated is also variable. We assume, fmrther, that 
the boundary conditions are such that the variable curve = 
passes through two fixed points A (Iq, Xq) and B (^, %). The problem 
to be solved is thus ; 

( dx\ 

The extreme values of the integral w=J f\t, x, -^j dt are required 

for all possible variations in the function a: such that 
4>{to)=Xa and where (io 2 : 0 ) and a^) are fixed points. 


The problems instanced in 20.2 above are both of this form. In the 
first problem of the surface of revolution, we have 


f(i ./i /darV 


and in the problem of Jolm Bernouilli 

In solving the problem, we impose the limitations on the varia- 
tion of <j> {t) already described, taking this function in the form 

= X, p,y, ...) 

where <5^ is a fixed function (with a continuous derivative) and 
where a, j8, y, ... are parameters. Allotting arbitrary differential 
increments Sa, 8^, 8y, ... to the parameters, we derive first the 
corresponding variations 8 x and 8 x' in the function x and its 

derivative a;' ==^ : 

dt 


dx ^ dx ^f. dx ^ 


doc \dt 


9j8 \dt 




[dx\ . d (dx\ d (dx\ ^ 
d (dx . 9a:-. 9a:. ^ d , 


It should be remarked that aU the variations here are ordinary 
differentials and subject to the usual rules of differentiation. They 
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are denoted by the symbol “ 8 ” in order to distinguish them from 
the other differentials, dx and dt, we obtain when we consider a;- as a 
function of t, the values of the parameters being given. Hence, 
throughout our analysis here, “ d ” refers to variation in the variable 
t and “ 8 ” to variation in the parameters a, y, ... . 

The function /(^, x, x') and the integral u can now be considered 
as dependent on the parameters a, jS, y ... and the variations in 
their values are obtained as 




dx‘ 


dx 


dx' dt 


and 




Now, using the result of 15.3 above, 


Sx dt 4 




dt. 


d 

dt 


IL 

■dx' 


A(K 

dt \dx' 


8.^; 


=^{1. 

dt \dx' 




dt \dx' 




a/ 

dx' dt 


(Sii\ 


Hence, except for the addition of an arbitrary constant, 


dx' dt 
^^^fdfd 


1 


(Sa:)|.d<=^,8a: 


-1 


±(¥] 

dt Kdx'J 


Sa;j- dt. 


The expression for the variation in % then becomes 


dt. 


du- 


' 1 . 

■dx' 




■ Sx dt. 


Since, by the boundary conditions, the curve x = ^ {t) always passes 
through two fixed points &tt=t^ and it follows that the varia- 
tion of X is zero, i.e. 8a; = 0, at these points. Hence, 

[I-T-. 


and so 


dn 


=f 


1-1(1)}-“- 
The integral u is to have an extreme value for variation in the 
function x = (j){t) as obtained by varying the parameters a, jS, y, ... . 
The necessary condition for this is that Sm = 0 for all values of 
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8a, 8^, 8y, , i.e. for all values of Bx. From the above expression 

for Su, this is only true if 

Bx dt Kdx^J 

This result, known as Euler's equation, determines that function 

[t) which maximises or minimises the value of u. Since ^ and 
df . 

^ are partial derivatives of f{t, x, x') and so functions of t, .r and 
dx 

x' = ^ j f he equation is a relation in rr as a function of t which involves 


the derivative of x with respect to t, i.e. it is a differential equation 
which must be solved to give the function x = (f>{t) we seek. Our 
problem in the calculus of variations is thus reduced to the relatively 
simple problem of integrating a differential equation. The methods 
for completing the solution are set out in Chapter XVI above. 
Euler's equation, however, is only a necessary condition for extreme 
values of u. There remains the problem of distinguishing between the 
different extreme values. The number of variables (i.e. the para- 
meters a, /3, y, . . . ) is here very large and, as we have seen in the 
previous chapter, a general criterion for separating maximum from 
minimum values is not readily obtainable. We must content our- 
selves with the fact that, in simple practical cases, we can usually 
tell from general reasoning whether we have a maximum or a 
minimum value of u. 

20.5 Special cases of Euler's equation. 

Two particularly simple cases of the problem of the previous 
section often arise in practice : 



r^i / dx\ 

(1) To find extreme values of u^^yf ^ j dt, where the function 


to be integrated does not involve x explicitly.^' 
dx 


Writing x' =-j- and noting that ^ = 0, Euler’s equation becomes 

tc/f OX 



giving 

where a is some constant. 

2L 


This is a differential equation invohing 

M.A, 


'ii 


530 / MA ANALYSIS FOR ECONOMISTS 

only tlie first derivative x\ i.e, a simple diflferential equation of tlie 
first order wMcli can be solved, in most cases, without difficulty. 


(2) To find extreme values of u 




(It, where the function 


to be integrated does not contain t explicitly. 
dx 

Writing x' =-j- , differentiating /(a:, x') as a function of two vari- 

"df d f df \ 

ables each depending on t, and using Euler’s equation ^ = ^ 1^7 ' 


df __ df dx df dx' _ , d f df\ df dx' 
dt~ dx df dx' df ^ dt \dx') dx' dt 


''dt 


.'K 

' dx' 


Hence, / and a:' , having equal derivatives with I’espect to t, can 

OIX/ 

only differ by an arbitrary constant, i.e. 

d 

f{x,x')=x'~,f{x,x')+a 


where a is some constant. Again we have a differential equation of 
the first order, involving only x and its derivative x'. The solution, 
giving the function x = (f>{t) we require, proceeds with little difficulty. 
It is to be noticed that the two problems of 20.2 above are both of 
this special form. 


20.fi Examples of solution by Eider s equation* 

The methods of solution developed here can })e illustrated by the 
follow’ing three examples : * 


Ex. 1. To find extreme values of 2 ^ = 


^It) s^^bjcct to. the 


boundary conditions that the curve x=^<j>{t) passes through two fixed 

joints A {tQyXf^) diiiA x^ 

We have the special case (1) of 20.5 with 


f{t, x')-=tx'^ and x')=2tx'. 


Hence, 


2tx' = constant, i.e . 


dx_^a 
dt ~i 


where a is some constant. The integral is obtained at once 


as 


a; + constant, i.e. x = alogt+b 


where b is a second constant. The extreme value of u is thus given by a 
logarithmic curve. 


SOME’ mOBLEMS ' IN' THE CALGULUS OF VARIATIONS '53i • 

The appropriate values of the constants a and h are to he found by using 
the boundary conditions. Since the curve must pass through the fixed 
points A and we have 

XQ=aiog^0-f6 and log +6. 

On solving these linear equations, the constants are given as 

3/1 ~r Xq _ y OCn log t-t ■ 3/1 log tn 

- T ■ r and — 

log^i-log^o log ^1- log ^0 

In this way we fix that particular logarithmic curve which passes through 
A and B, The use of the boundary conditions in determining the relevant 
values of the constants of the solution is to be noticed. 

Finally, the extreme value of u determined is 

It is not possible to indicate here whether this is a maximum or a minimum 
value. 

^ rr, 1 /, /dX\^ y, y 


Ex. 2. To find the minimum value of 


X y 1 + 


dt where 


the curve = is subject to the usual boundary conditions. 

We have here the special case (2) of 20.5 with 

0 xx' 

f{x,x')=^xJl+x'^ and gp /(*’*') 

and Euler’s equation is 

xx^'^ 

On multiplying up, squaring and collecting terms, we find 

„ x^-a^ . dx Jx^-a^ 

^ i.e. 

dt a 


Hence, 


{ dx {dt . > 

^ constant = 


where both a and h are constants. It is easily verified that 

d J, x+sjx^ _ 1 

dx t a ] 

and the solution of our 4iferential equation becomes 


: -a^ =ae 


1 L 2 


M.A. 


532 

Now, 




Adding, 
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a^) aP^) - {x^ - a^) _ _ 


xVJx^ 

/ t-b 

x — \a \e ^ 


t^b\ 


t--b 


ae ^ - 


ae ' 


+ e 


a) 


which is the function giving the minimum value of u. The boundary con- 
ditions provide the values of a and b in terms of and (^3^, %) : 

ti-b 

e ^ +e 

The minimised value of u is then given by 

dx 
dt 



( ^.SZk k—b\ 

( 

Xq = Ja 

« +e ^ ) 

and Xj^ = la\ 


a 


u 


\dt) 


i.e. 


= —dt^-a\ \e « 

Jk^ ^ Jio 


where 

-b) 


s/x^ -C 


2(t-b) I 
H- e ® 4* 2 1 dtt 


This integral can be evaluated fairly easily. 

/ t-b J-b\ 

The curves corresponding to the function type a;-™ ^ f e J 


called “ catenaries ' 



are 

The curve which gives the minimum value of u , 
is thus that catenary winch passes 
through the two fixed points A and B 
given by the boundary conditiona. 
The shape of this curve is shown in 
Fig. 105. The solution of the problem 
of 20.2, Ex. 1, is now obtained ; the 
catenary is the curve wiiicli gives 
a surface of revolution of smallest 
area. It is to be noticed tliat the 
nature of this geometrical interpreta- 
tion of the problem shows tlxat the 
value of u we have found is a 


minimum and not a maximum. 


Ex. 3. To find the minimum value of u 
to the usual boundary conditions. 

This is again the special case (2) of 20,5 with 

\ d 


=rVni 


+ (^f ]dt mhiect 


f(x,x') = 'sj- 
and Euler’s equation is 


and 


dx‘ 




V- 


l+x'‘ 


r'2 


v/x(l+a:'2) 


+■ a. 
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We find, on ninitipl 3 ring up, squaring and collecting terms, 

1-a^z . dz 1 ll-a^z 

a; 2= — - — i.e. 

a^z dt a ^ X 

Tile integral of this difierential equation is - 

1 . 2 . 

1 V 1 5 “ dx=\ — {- constant - — 

J V 1 -a^z j a a 

where both a and b are arbitrary constants. It is now only a matter of 
evaluating the integral shown. This can be done only with the aid of 
“ trigonometric ’’ functions and we cannot proceed further here.* It can 
be stated, however, that the relation between x and t obtained on com- 
pleting the integration is represented by a curve of a well-known class, 
the class of “ cycloids The solution of our problem, taking account as 
before of the boundary conditions, is given by that cycloid which passes 
through the two fixed points 0 and A. It is this curve which gives the 
minimum time of descent from 0 to A (see the brachistochrone problem 
of 20.2 above). 

^20.7 A dynamic problem of monopoly. 

A monopolist sells a good X on a market consisting of a com- 
petitive group of consumers. If he produces an output x per unit of 
time, the cost of production is given by 11 ( 0 ;) and remains unchanged 
throughout the period from t=tQ to which w^e consider. It is 
assumed that the market price of X varies continuously over the 
period and is represented by some function p (t). The demand of the 
competitive group of consumers is assumed to involve a '' specu- 
lative ’’ element and to be described by the demand law given in 
16.7 above : 

The market demand thus varies over the given period according to 
the course taken by the price of X. The monopolist’s profit per unit 
of time when he produces an output x per unit of time and sells it 
at the price p (t) is given by 

xp{t) -n(x). 

This is the rate of profit at any time t and depends on the price and 

* The solution of the problem can be written : 

t — b-\~a'(6-smd), x=a'(l - cos 9), ■ 

where a' is an arbitrary constant obtained from a. The required relation 
between x and t is obtained by eliminating the parameter 9. The expressions 
sin 6 and cos 9 are trigonometric ratios of the angle 9 radians. 
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the ' rate 'Of change of the price at tliis time. The total profit in the' 
■given period from 1=^1^ to t=^t^ is obtained by the addition of the 
profits in successive units of time. Since the variation of price and 
output is assumed to be continuous, the addition can be represented 
by an integral, i.e. total profit is 

f {xp - n{x)} dt. 

Eor a given course of price over time, the demand x of the market is 
determined at each moment and there is a definite value of corre- 
sponding. Different values of u are obtained for different courses of 
price. Hence, the monopolist’s total profit depends on the form 
of the price function over time, on the course taken by price. It is 
assumed, finally, that the ruling price at the initial moment ^==^o is 
given as Po that the subsequent course of price is fixed by the 
monopolist so as to maximise his total profit in the whole period 
from t=tQ to It is requhed to determine the course of price, 

i.e. the form of the price function p(t), actually fixed by the mono- 
polist. The corresponding output at successive momantB is then 
derived from the given demand law.* 

As a first problem, it is taken that the choice of the monopolist 
is restricted by the fact that the final price (pi at is given in 
addition to the initial price. (This artificial assumption will be 
dropped when it has served its purpose.) ^ We have then a problem 
in the calculus of variations : to find the function p (t) which 

maximises the value of ^ = {xp ~ 11 (x)} dt, where x = «/> (p^ p^) and 

- ' 

where the boundary conditions give p—2h when t — tQ and p^Pi 
when t=ti. This is the special case (2) of 20.5 with 

f{P> P') -^P ~ n{x) where a* = ^ {p, p') 
as the function to be integrated to give u. 

^ The problem is based on the work of Roos and Evans, see Evans, Mathe- 
matical IntTQduction to Economics (1930), pp. 143 et seq. Notice that, if prices 
do not change continuously but are fixed at definite intervals, then the mono- 
polist’s total profit is a function of a finite number of prices (one for each of 
the intervals in which prices are fixed). The problem of maximising total 
profit is then relatively simple, a problem of the maximum value of a function 
of several variables. It appears that here, as in many problems of capital 
theory, the discontinuous form is both more realistic and more simple from 
the mathematical point of view. 
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Hence, 


d dx 

spf(p.p)=Psp' 


dn dx 
dx dp 


; / dn\ dx 




and Euler’s equation gives 


xp-U {x) =p' ( p 




dn\ dx 


7 + constant. 


dx J dp^ 

This is a first-order differential equation in the function p{t), 

remembering that x==:(f>{p, p') is a given fimction of and • 

wt 

The solution of the equation gives the function (^) required except 
that it involves two arbitrary constants (the constant above and a 
constant of integration). The appropriate values of the constants 
are given by the two boundary conditions fixing the initial and final 
prices. The problem is thus theoretically determinate and the 
following particular case shows how an actual solution can be 
obtained when we know the forms of the demand and cost functions. 

Suppose that the demand function is linear, x=ap-¥b-\-cp\ and 
the cost function quadratic, Tl—ax^+^x + y, where the six co- 
efficients are all constants. The equation for p (t) is now 

p {ap + b'^cp^)-n= cp' <^<^^stant, 

dUdp 


i.e 


c 4- ap^ + bp- il= constant. 


Differentiating with respect to t and collecting terms, 

.d^Ud^p d^Ildp /_ , dn\ _ 


But, 


r?n iJ'n rPU 

~=2(xx + ^ = 2cix -^ + 2aocp + {2bix.+^) and -^^=2x. 


The differential equation for p{t) then reduces to 
d^p 


2c^x 


dP 


i.e. 


2a {ax -l)p + {b- 2abx - uj8) = 0, 


dP 


--X^{p-p), 


, _ b -2abx~aS , a{ax-l) 

where P—-^, tt' and - 

(A^ is positive if the constants have the signs appropriate to the 
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normal case, i.e. a <0 and «> 0). The solution of this simple second- 
order differential equation is known to be 

' p =p + A&-* + 


where A and B are constants of integration. The solution can be 
checked by differentiation. The constants p and A are given in 
terms of the coefficients of the demand and cost laws. The constants 
A and B are to be found in terms of the initial and final prices by 
substituting p=Po when t = and p=Pi when t=ti. The problem is 
solved and the course of prices over time, as determined by the 
monopolist, is given uniquely. 

Returning to the general case, given the final price Pi, we have 
shown that the price function p (t) and the maximised value of total 
profits u can be obtained. The total profits (as maximised) must 
be a function of pi, say u=F{py). To complete the problem, the 
monopolist has only to fix that final price (of all possible final prices) 
which maximises •a as a function of p^, i.e. which gives the largest 
total profits of aU. For this, we put 


— = 0 subject to 



and determine Pi from the resulting equation. 


20.8 Other problems in the calculus of variations. 

The simple problem in the calculus of variations treated above is 
capable of generalisation in a number of directions.* For example, 
the function in the integral u may involve second and higher order 
derivatives of the variable function or the variable function may 
depend, not on one variable t, but on several variables ij, ^ 2 , hi • 
Further, the extreme value of u may be required subject to a number 
of given side relations in the variable function, the problem of 
relative ma x imum and minimum values. But perhaps the most 
useful extension of the problem arises when the integral u depends 
on several variable functions instead of on only one such function. 
This extension can be illustrated by the case where there are two 
variable functions, x=<j>{t) and and where the integral to 


* See Courant, ojp. pp. 507-20. 
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be maximised or minimised is of the simple form (analogous to that 

of 20.4 above) : 


u== 



dx dy\ 
'dtl 


dd 


subject to the boundary conditions that x and y both assume fixed 
values when ^ = ^0 and ^ = ^ 1 . 

It can be shown (following the argument of 20.4) that, when the 
parameters of the variable functions are changed so that 8x and 8^ 
are the resulting increments in the functions themselves, then the 
variation of is 



where x'= 


dx 

dt 




The necessary condition for an extreme 


value of u is that 8u = 0 for all variations 8x and 8y, Hence, 


• and 

dx~dt\dx'} dy~dt\dy'l' 

i.e. there are two differential equations (each similar to Euler’s 
equation above) to be solved for the functions x=<p{t) and y^ifs{t). 

An economic example of the present problem can be taken from 
a theory of saving developed by Eamsey.* There are two variable 
factors of production in a community, i.e. labour B and capital (7, 
each of which is taken as homogeneous in nature. If amounts b and c 
of the factors are used, the total product (or income) of the com- 
munity is given by the production function : product =/(6, c). The 
variations of labour and capital over time are assumed to be con- 
tinuous and represented by the functions 6(^) and c{i). The rate of 

dc 

growth of capital, or the saving of the community, is at any time. 


The consumption (or expenditure) of the community is then 

dc 

a{t]=f{b,c)-~ .....................( 1 ) 

It is assumed that the utility of the community’s consumption is 
measurable and dependent only on the amount of the consumption, 
u = <f>{a). Similarly, the disutility (assumed measurable) of labour 

* See Bamsey, A Mathematical Theory of Saving, Economic Journal, 1928. 
A modified version of this theory is given here. 
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is taken as v=:i/j(b). Over a period of time ti), the total net 
utility of the community is 


U={'\cl>{a)-iP{b)}dt 
ho ' 


where future utilities are not discounted. This quantity U is a 
functional of the variable functions b{t) and c(^), representing the 
changes in the employment of labour and capital over time. The 
function a{t) is expressed in terms of 6 (if) and c{t) by (1) above. It 
is assumed that the amount of labour and capital employed at the 
initial time are given and that the optimum ’’ amounts to 

be aimed at {^=i^) are also known. Subject to these boundary con- 
ditions, the community is taken as fixing the amount of work it does 
and the amount of saving it makes over time to maximise total 
utility. We have, therefore, to find the functions 6 (if) and e{t) 
which maximise the value of XJ, subject to the usual boundary 
conditions. 

dc 


Write and 

dt 

ho 

vhere F (6, c, c') = ^ (a) ~ ^ (b) and a =f{b, c) - c'. 
The conditions for the maximum of U are 
BF d fdF\ ^ 


Bb dt\BV 

The first condition gives 
BF 


= 0 and 


9/ 


Be dt \9c' 




i.e. 


db' 


The second condition gives 


f(b) 

<f>'{ay 


.( 2 ) 




df BF 


dc 


_ d ldF\ 
dc dt \dc’} 




he. 


i/- 

dc 


1 d 


ma)}. 


( 3 ) 


dt 

The functions a{t), b{t) and c(i!) are to be found from the differential 
equations (1), (2) and (3), the boundary conditions being used to 



SOME PROBLEMS-IN: THE' CALCULUS OF VARIATIONS '539 

evaluate the arbitrary constants that appear on integration. The 
solution of the problem is determinate in general. 

The partial derivatives ^ and ~ of the production function 

measure the marginal products of labour and capital at any time and 
can thus be associated with wages and the rate of interest respec- 
tively. The rate of wages, by (2), equals the ratio of the marginal 
disutility of labour to the marginal utility of consumption. The rate 
of interest, by (3), is equal to the proportional rate of decrease of the 
marginal utility of consumption over time. Assuming that the rate 
of interest never becomes negative, the marginal utility of con- 
sumption falls over time either until it yanishes or until the rate of 
interest becomes zero. Further, if <^' {a) is a decreasing function of a 
(decreasing marginal utility), then consumption rises over time until 
its marginal utility or the rate of interest is zero. 

An expression for the rate of saving can be found as follows. 
Using the results (I), (2) and (3), we have 

it <*■ (Is IS) 

= f' («) f /(4. ») + f m f - 1 w'WM/c'', ») - «i 




c)-a} 


=a(j>'{a) + constant ' 


i.e. 


=a<jS'(a) - {4>{ci) - i/r (6)} + constant, 
cf>' (a) {f{by c) - a} = constant - {(j> (a) - 0 (6)}. 


d 

^ Since {a<l>'{a ) } = a } + 0'(a) ™ , we have 


,da 


a^'ia) - I {<^'{a)}dt + f ~ dt, 
a ^{0'(a)}d^ = a<^'(a) - ^ 


1 . 6 . 
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Hence, using (1), we find 

dc A-^{cl>{a)-ifs{b)} 
dt'^ <f>'{a) ’ 


where A is a constant. 

Since U is to be a maximum (as opposed to a minimum), the 
excess of utiMty over disutility, (f>{a) must increase over time. 

Further, it can be taken that capital increases at a decreasing rate 
until it becomes stationary at the optimum at if = ti. So, from (4), 
the excess of utihty over disutility increases and tends to its maxi- 
mum value A at t=zti. Then, from (4), the rate of saving multiplied 
by the marginal utility of consumption at any time equals the 
amount by which the excess of utihty over disutility falls short of 
the optimum amount A. As time goes on, consumption increases, 
the marginal utility of consumption decreases and the rate of saving 
decreases untU it becomes zero. 


EXAMPLES XX 
Prohlms in the calculus of mriations 

1. Find the curve x—(l>{t) which corresponds to an extreme value of 
rti fdx\ ^ 

u=\ dt and passes through two fixed points at and ^ = 1. 

j^o \at/ fdx\^ 

Generalise by considering u—\ where n is a fixed number, on 

similar lines. 


2. Show that dt has an extreme value when the function 

Jk \dtJ 

x=<j>(t) is of the form x = a^t~-b. How do the boundary conditions that the 
curve passes through fixed points at = and t — determine th(3 constants 
a and b ? 


3, Show that an exponential curve gives the maximum or minimum 
1 /dx\ ^ 

values of ^\di) subject to the conditions that the curve passes 
through fixed points at ^ = io und t = 


4. If where fixed ^values of x correspond to 

t:=tQ and find the function x=^<j>{t) which gives u its extreme values. 
Show that the corresponding curve is an arc of a parabola. 


_ 5. Light, travelling in a plane Qxy, follows a path ^ (x) which is deter- 
mined (by Fermat’s principle) so that the time of transit is a miniimiin. ^his 

is equivalent to finding the fimction ^ which minimises +(|)V 

where i; is a fimction of ai^ and y denoting the velocity of light at various 
points. Assuming that v is a constant, show that the path of light between 
two fixed points is a straight line. 
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6. Tlie velocity of light, in the problem of the previous example, increases 
in proportion to the height above the zero horizontal line 0 .t. Piit^ = % 
and show that the path of light between two fixed points is an arc of a circle. 

If f(x) is a given function and 'h dt^ where x has 

fixed values at t = tQ and i show that an extreme value of it is given by the 
function x= defined by 

f dx 

- • =zi 

y^a{S{x)Y~\ 

where a and h are constants to be determined by the boundary conditions. 
Show that the previous three examples are particular cases of this general 
result. 

8. A radio manufacturer (see Examples V, 15, and Examples VIII, 33) 

produces x sets per week at a total cost of £il, where 3a; + 100. 

The demand of the market is a; = 75 ~ 3^-f- ^75^ sets per week at any time 

when the price is £p per set. The manufacturer is a monopolist fixing the 
course of price over time so that his total profit is a maximum. The initial 
price (^ = 0) is £16 per set and it is required to obtain a price of £20 per set 
after 100 weeks (i=100). Show that, at any time t weeks after the initial 
week, the price per set is 

p= 15*179 + 0-171e*os33i + o.650e-o353i. 

Take all figures correct to three decimal places and logioe = 0-4343. 

9. In the problem of the previous example, show that the price falls to a 
minimum after about 20 weeks. What is this minimum? Draw a graph to 
illustrate the course of price over time. 

10. In the solution of the problem of 20.7, show that 
_ (ffi - P) - (P a -P) 






11. Under the conditions of the previous example, show that the price p 
falls in the period (io» ^i) from po 9- minimum and then rises to Verify 
that the minimum price occurs when 

- 12. In the problem in the theory of saving analysed in 20.8, the production 
function /(6, c) is linear and homogeneous. Show that 

&f(6) = a,^'(a)+|{c,^'(a)} 

and interpret this result. Show, also, that 

ldc_df a<j)'{a)-hijs\h) 
c dt^ dc c^'(a) 

What is the rate of interest at the optimum time (^ = when capital ceases 
to accumulate? 
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and linear equations, 482-5 
and linear homogeneous functions, 
,481-2 

and quadratic forms, 485-92 
elements of, 473 
expansion rule, 480 
minors and co-factors of, 478-80 
Differentials and differentiation, 328- 
40,461-9 

and extreme values, 495-502 
Differential coefficient, 330 
Differential equations, 390-1, 393, 
412-34 

and arbitrary constants, 415-6, 431 
exact forni, 420, 422 
in the calculus of variations, 529- 
33, 537 
linear, 417-25 
non-linear, 430-3 
simxxltaneous, 425-30 
variables separate form, 418-9 
Discontinuity of variables and func- 
tions, 9, 31-2, 34, 100-3 
inhnite, 101, 148, 188 
jump, 102 

Disci’iminant of quadratic forms, 
487-8, 491 

Elasticities of functions, 251-4, 300, 
305, 421 

Ellipsoid, S80, 428 
Equations, graphical solution, 52-6 
quadratic, cubic and polynomial, 
5-6, 7, 30, 31, 51-4 
simultaneous, 54-6, 60^ 483 
systems of, 278-81, 483-5 
Equations of cuives and surfaces, 37, 
66-76, 272 

Errors in variables and functions, 
142-3, 328 

Euler’s equation, 529-33, 537 
Theorem, 317-9, Si8, 349, 434, 481 
Expansions of functions, 449-59 
Explicit functions, 29, 268, 275 
Exponential functions, 211-3, 217, 
218-9, 228, 234-7, 242-6 


Exponential series, 455 
Extreme values, 181, 194, 354, 459, 
495 

Factorial notation, 451 
Fermat’s principle, 540 
Flats, 17, 276 

Frequency distributions, 406-8 
Functionals, 520-3 

Function of a function, 168-71, 298-9, 
330,332-4,466,469,471 
Functions, 28-50, 268-78 

approximate expression, 143, 328, 
450, 454-6 

defined by integrals, 397 
diagrammatic representation, 32-8, 
48-60,270-5 

limits and continuity of, 88-103 
Function types, 41-6, 76-80, 272 

Geometric series or progression, 229, 
447-8, 449 

Geometry and. analysis, I, 16-23, 
36-8, 48-9, 270-2, 275-6 
Gradients of curves ai.id tangents, 
144-5, 179, 246, 252, 338, 413-4, 
423, 427 

of straight lines, 63-6 
of surhices and f;angent planes, 
297-8, 303, 305, 308* 340, 416 
Graphs, 19, 32-6, 62-6, 221-8 

Homogeneous functions, 315-9, 324, 
481-2 

Hyper-surfaces, 17, 276 

Identities, derivation of, 318, 348 
Implicit functions, 29, 268, 276, 334- 
9, 466-8 

Incrementary ratio, 137-9 
Increments i.n variables and func- 
tions, 137, 142, 146-7, 326-8, 
464-6 

Indefinite integi'ala, 384, 391 
Infinite derivatives, 147-8 
discontinuities, 101, 148, IBS 
limits, 86-98 

properties of numbers and space, 
6-7, 16-7 
series, 446-9 

Inflexional values, 181, 182, 191-5,, 
460-1 

Integrals and integration, 384-99 
and areas, 384, 387-90 
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Integrals and integration as inverse 
differentiation, 384, 390-3 
in the calculus of variations, 523 
of differential equations, 390-1, 
393, 412-34 
standard forms, 394 
Interval, 8 

Inverse functions, 29, 171-2 
Irrational numbers, 4-5, 12, 86 

Jaeobians, 474, 475, 490 

Lagrange’s multipliers, 366, 379 
Leibnitz’s Theorem, 173 
Light, path di, 540^-1 
Limits, of functions, 88-98, 105, 269 
of sequences, 85-8, 446 
Linear differential equations, 417-25 
equations, 54, 60, 483-5, 493 
functions, 42, 67-8, 76-7, 228, 269 
homogeneous functions, 315-6, 317- 
9, 481-2 

Logarithmic derivation and dif- 
ferentiation, 246-8, 300, 331 
functions, 217-9, 228, 234, 237, 242-6 
graphs, 222, 225-6, 228, 252 
scales, 219-28 
series, 456 

Logarithms, 213-7, 237 
Logic and mathematics, 1-2 
Logistic curve, 265, 419 

Magnitudes, 10, 13-4, 276-8 
Maximum and minimum values, 180- 
91, 205, 352-9, 364-9, 459-61, 
495-502, 523-4, 526-33, 536-7 
Mean Value Theorem, 452 
Minors of determinants, 478-80 
Monotonic functions, 40, 269 
Multi-valued functions, 38-41, 102-3, 
206, 269, 334-9, 466-8 

Natural exponential and logarithmic 
functions, 234-7 
scales, 219, 227-8 

Necessary and sufficient conditions, 
183, 186, 193, 204-5, 355, 365-6, 
461, 497, 499 
Neighbourhood, 8 
Normal curve of error, 240 
Number e, 230-1, 455-6 
Numbers, 3-7, 85-7 

Ordinate, 21 

Origin of co-ordinates, 20-1 
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Orthogonal curves and surfaces, 429- 

30 : 

Parabola, 33, 69-72, 76-8 
tangents to, 145 
Paraboloid, 272, 273, 308, 422 . 
Parametric constants, 43-5, 46-8, 76- 
80, 525-6 

Partial derivatives (see derivatives) 
derived functions, 298 
differential equations, 433-4 
elasticities of functions, 300, 305, 
421 

stationary values, 351-2 
Pearson’s curve system, 240 
Pencil of lines, 67 
Plane, 272, 292, 305-7 
Planes, co-ordinate, 22 
Plane sections of surfaces, 272-5 
Power function, 161-3, 211, 218-9, 
228 

series, 450 

Quadrants of a plane, 18 
Quatdratic equations, 5-6, 7, 30, 51 
forms, 485-92 

functions, 42-3, 71-2, 76-7, 269-70 
homogeneous functions, 316 
Qualities, 10 
Quantities, 10-6 

Radius vector, 190, 191 
Rates of change, 48, 134-7, 142, 149- 
50, 179, 246, 251, 303, 305, 310, 
326 

Rational numbers, 4, 11-2, 86 
Real numbers, 6 

Rectangular hyperbola, 33, 72-5, 76- 
9, 103 

Relative maximum and minimum 
values, 364-9, 498-500, 501-2 
Ridge and trough lines, 288, 351-2, 
357-9 

Roots of an equation, 51 
Ruled surfaces, 315 

Saddle points, 353, 496 
Scatter diagram, 26, 36, 222-3, 226 
Semi-logarithmic graphs, 221, 223-5, 
228, 237, 246 

Sequences of numbers, 85-8, 446 
Shortest distance of point from line 
and plane, 206, 380, 600-1 
Side relations, 364, 498 
Sigma notation, 385 
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Simpson’s ^ule for integration, 399 
Single-valued functions, 38-41, 269 
Smoothness of curves, 100, 147 
Space, location of points in, 16-23 
Speed, 15, 150-1, 152 
Sphere, 292, 368, 422, 430, 501 
Standard deviation, 406-7 
Stationary values, 180, 194, 353 
Step-functions, 31, 34, 91, 102 
Straight line, 63-9, 76-7 
Surface classes and systems, 272, 416, 
423-30 

Surfaces and functions, 270-5 
of revolution, 292, 523-4, 532 
Symmetrical functions, 41, 269 


Tangent planes to surfaces, 307-9, 
340, 416, 423 

Tangents to curves, 143-8, 338-9, 413- 
4,423,427 

Taylor’s series, 179, 453, 458 
Time series, 36, 44, 221, 223-5, 

Total differential equation, 421-2 
Trapezoidal rule for integration, 398 

Units, change of, 13-4, 15-6, 139 

Variables, 8-9, 29-32, 43-5, 46-8, 98-9 
Velocity, 15, 150-1, 152 

Young’s Theorem, 301-2, 309 


ECONOMIC APPLICATIONS 


"^ Average cost, 120-1, 155-6, 261-3, 
401, 505-6 

product, 133, 178, 267, 312-3, 321-2 
revenue, 117, 153-4, 257-60, 400-1 

. Bilateral monopoly, 381 

» Capital and interest, 234, 248-50, 
362-4, 403, 404-5 
I and saving, 537-40 
, values, 233, 401-3, 404-5 
^Coefficient of relative cost of produc- 
tion and of relative efficiency of 
organisation, 261 

'Competitive and complementary 
goods and factors, 282, 311, 361- 
2, 509, 513, S19 

* Compound interest problems, 31, 
228-34, 235-7, 248-50, 362-4, 
376-8, 401-3, 404-5, 418, 419 
Conjectural variations, 203, 346-7 
Constant outlay curves, 256-7 
I product cinrves, 285, 320, 341-3, 

370-1 

returns to scale, 320, 363, 371-2, 
505 

Consumers’ choice, theory of, 124-9, 
289-91, 374-8, 438-42, 509-17, 
520 

Cost functioxis, curves and surfaces, 
117-9, 155-6, 262, 283, 370-2, 
506,533-5 

average and marginal, 120-1, 155-6, 
261-3, 371-2, 401, 4ii, 505-6, 522 






Cost functions, elasticity of, 260-3 
normal conditions of, 119, 2()l-3 
particular forma of, 120, 155-6, 199, 
262-3, 535 
shifting of, 118, 120 


Demand and offer curves, 121-2 
Demand fimctions, curves and sur- 
faces (for consumci^s’ goods), 28- 
9, 108-10, 121, 281-3, 374-5, 434, 
509-17 

continuity of, 110-2 
dynamic forms of, 435-8, 533-6 
elasticity of, 117, 255-60, 266, 310- 
2, 375, 512-3, 520 
normal conditions of, 112, 257-9 
particular forms ofl, 112-6, 117, 154, 
199, 259, 282, 311-2, 435-S, 535 
shifting of, no, 115-6, 282, 283 
stability of, 375, 510-2, 514-7 
Demand functions (fox' factoi's of 
production), 369-74, 484-5, 502-9, 
519 


elasticities of, 373-4, 508-9, 519 
stability of, 370, 502-3 
Demand functions (for loans), 376-8 
520 


stability of, 377 

Discount curves, 236-7, 250, 293' 
Disutility of labour, 537-8 
Duopoly problems, 200-4, 345-7 . 
Durable capital goods, 404-5 



Elasticities of cost, 260-3 
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Elasticities of demand (consumers’ 
goods), 117, 255-60, 25^, 310-2, 
375, 512-3, 52^ 

of demand (factors of production), 
373-4,508-9,515? 
of productivity, 263, 350 
of substitution, 341-3, 344-5, 372-4, 
504-5,512-3,525 
of supply, 267 

Eactors of production, 263, 284-9„ 
381 - 2 , 537 

demand for, 369-74, 502-9, 519 
relative shares of, 364 

Increasing and decreasing returns, 
261, 263 

Indifference curves and surfaces (for 
consumers’ goods), 124-7, 156, 
289-91, 344, 375, 439, 441-2, 511 
(for income over time), 127-9, 157, 

. 291,344,377-8 

Indifference direction, 439 
plane, 440, 513 

Investment, amount of, 228-32, 233, 
235-6, 402-3 
opportunity line, 124 , 

Joint production, 355, 359-62, 518 

Linear homogeneous production func- 
tion, 320-2, 343, 371-4, 434, 505- 
9, 541 

Loss leaders, 362 

Marginal cost, 155-6, 261-3, 401, 505- 
6, 522 

disutility of labour, 539 
increment of revenue, 153 
product, 178 , 267 , 312-3, 321-2, 539 
productivity law, 372, 381 - 2 , 434, 
506 

rate of return over cost, 156, 159 , 
234, 345, 376-8 

rate of substitution, 156, 286, 341- 
3, 344-5, 372-4, 439-41, 511-2, 
513-7 

rate of time preference, 157, 344, 
377-8' 

revenue, 15, 153-4, 257-60, 400-1, 

' 522 , ; 

supply price, 155 
utility, 265 , 314, 344, 537 
utility of money, 512 
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Mathematical methods in economics, 

■ 107-8 ■/ ■ 

Monopoly problems, 196-200, 359-64, 
381 , 518 , 519 , 522, 533-6 

National Savings Certificates, 230, 
240 


Pareto’s income law, 222, 228, 407-8 
Period of production, 262-4 
Preference directions, 442 
lines, 442 

scales, 124, 290, 438-42 
Present or discounted values, 232-4^ 
236, 249-50, 362-5, 376, 401-3, 
404-5, 448-9 

Price, as averse revenue, 117, 153 
as a discontinuous variable, 9, 111, 
534 

variable over time, 434-8, 533-6 
Production, capital and interest, 362- 
4, 403 

Production functions and surfaces, 
133 , 178 , 263, 267 , 284-9, 312-3, 
362,537 

linear and homogeneous, 320-2, 
343, 371-4, 434, 505-9, 541 
normal conditions of, 286-9, 313, 
320-2 

particular forms of, 288-9, 313, 
322, 343, 363, 403 
Production indifference curve, 123 

Rate of interest as marginal product 
of capital, 539 . 

Reaction curves, 201-4, 345-7 
Revenue, total, average and mar- 
ginal, 15, 116-7, 153-4, 257-60, 
400-1, 522 

Saving, rate of, 540 
theory of, 537-40 

Spatial distribution of consumers, 
80-2 

Speculative demand and supply, 434- 
7, 533-6 

Stability of demand, 370, 375, 377, 

502- 3, 510-2, 514-7 
of price over time, 436 
of supply, 520 

Substitution, 340-5, 372-4, 439-41, 

503- 5, 509, 512-3, 517, 520 . 

Substitutional and limitational fac- 
tors, • 
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Supply functional, 522 

Supply functions and curves, 121, 

dynamic forms of, 435-8 
elasticity of, 267 
stability of, 520 


Taxation, 60, 208 
Time-lag in production, 436-8 


Transformation functions and curves,. 
• 122-4, 156, 234, 284, 345, 376-8, 
520 

Utility functions, 126, 289-91, 302,. 
313-4, 439, 441, 47i, 537 
mai’ginal, 265, 314, 344, 537 
particular forms of, 127, 291, 314 

Wages as marginal product of labour, 
539 
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